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INTRODUCTION 





This is the report of a special subcommittee of the Committee on 
Foreign Affairs, under the chairmanship of the Honorable Clement 
J. Zablocki of Wisconsin, which went to Germany and continued to 
Austria, Yugoslavia, Italy, and Spain in November and December 
1951, to make a study of conditions in these countries. The subcom- 
mittee was composed of, in addition to Chairman Zablocki, the 
Honorable Edna F. Kelly of New York and the Honorable Chester 
E. Merrow of New Hampshire. 

The United States has spent over $33 billion since the war on 
foreign aid and $7.5 billion more is being spent this year. Part of 
the task of the Committee on Foreign Affairs is to see whether the 
spending of this money is resulting in the attainment of our objectives. 
It was the purpose of the subcommittee to study the effects of these 
programs in the countries visited, to view the amount of cooperation 
of the Europeans, to weigh the future action of the United States in 
assisting these nations, and to estimate the degree of success the 
United States aid would have upon the objectives of the free world 
and the security of the United States. In these reports, the sub- 
committee has included background information, observations, con- 
clusions, recommendations, and findings on Austria, Yugoslavia, Italy, 
and Spain. 
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REPORT OF THE SPECIAL STUDY MISSION TO GERMANY 
AND CERTAIN OTHER COUNTRIES 


AUSTRIA 


In this report the subcommittee endeavors to present the unique 
and delicate status of Austria and the necessity of keeping her from 
falling to the fate of completely subjugating to the Soviet Union. 
Austria is the most eastern of the European nations definitely friendly 
to the west, a large portion of which is geographically behind the iron 
curtain. 

AREA AND POPULATION 


Austria, in the heart of Europe, has an area of 32,369 square miles 
and a population of about 7,000,000. The present prewar borders 
were approved by the Four Powers in July 1945 as occupational 
boundaries. It stretches on its long east-west axis from the edge of 
the Slav lands to within 100 miles of the French border. This gives 
the country a special importance in all Central European problems. 

Twenty-seven percent of the country’s topography consists of plains 
and low hills. Despite the fact that most of the country (73 percent) 
is mountainous, only 12.6 percent is unproductive land. Austria is 
also fortunate in having few large estates. Nearly all small farms are 
of an economic size. 

The country, the only one under Four Power control, is divided into 
four zones, the United States having 18 percent of the population, the 
British with 23 percent, the French 9 percent, and the Soviet 27 per- 
cent plus those in the Soviet sector of Vienna. The Danube flows 
through the American and Soviet zones. Other important rivers are 
the Inn, the Enns, the Drau, the Ill, and the Mur. 

The population is German-speaking but cannot be called German. 
Throughout history, Austria has gone her own way, and her civiliza- 
tion, tradition, and culture are in many respects different from that of 
Germany. Minorities enjoy complete equality and far-reaching cul- 
tural autonomy. 

Vienna, the capital, has a total population of 1,769,000. It is 
completely surrounded by the Soviet zone and is divided into five 
sectors with control of the international sector rotating monthly. 
Approximately one-third of the Viennese live in the Soviet sector, 
which is predominantly industrial, the western sectors are largely 
residential. 

ECONOMIC STRUCTURE 


F After World War I, Austria was detached from the food-surplus 
areas of the Austro-Hungarian Empire and left with a mountainous, 
agriculturally deficient area. Between the two wars production of 
many food_items was materially increased, and the country even 
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became an exporter of dairy products, but at the high point in 1938 
only produced 75 percent of its food requirements. In 1946, due to 
war devastation, agricultural production was less than half of the 
1938 level. Agricultural production now is at 97 percent of prewar 
levels. At this level they still have to import 40 percent of their 
food requirements. In 1948 some 16 percent of the total working 
population were engaged in agriculture and forestry. Forests cover 
37.4 percent of the terrain, and Austria is one of the few European 
countries which export lumber and paper. 

Austria is one of the most important sources of hydroelectric power 
in Europe. Kesources of water power in the provinces of Tyrol and 
Vorarlberg are expected to be used as an electric-power center for 
Western Europe. The Kaprun-Tauern power-plant system in Salz- 
burg, when completed, will be one of the largest in Europe. In 1949 
production of electric energy was 220 percent more than in 1937. 

Many mineral resources are to be found in this country, although 
only a few are commercially important. Stvria in the British zone 
has some of the largest iron-ore deposits in Europe. Before the war 
Austria was the world’s second greatest supplier of magnesite. Do- 
mestic production of coal accounts for only 5 percent of requirements 
(they produce 90 percent of brown coal but this is much less impor- 
tant). There are also deposits of salt, tale, graphite, gypsum, copper, 
lead, and zinc. The output of crude oil, found only in the Soviet zone, 
reached a rate of 1 ,210,000 M tons in 1944. 

Austria’s economy is predominantly industrial, with approximately 
35 percent of the country’s working population employed i in industries 
and trade. The chief industries are iron and steel, textiles, paper 
and pulp, building materials, food processing, leather goods, alumi- 
num, machine tools, chemicals, optics, musical instruments, and toys. 
Substantial imports, however, are necessary to keep the economy 
going. 

Despite war damage and Soviet stripping of plants (46,000 machine 
tools were carried off), the Austrian Government with ECA aid has 
carried out a thorough reconstruction program. At present industrial 
production averages around 165 percent of 1937 levels. Since the 
second quarter of 1948, i. e., the inception of ECA, industrial pro- 
duction has risen by 121.7 percent. 

Traditionally, Vienna, formerly the capital of the old Austro- 
Hungarian Monarchy, has been the center of industry, banking, and 
commerce. It is the junction point of the continent’s main rail 
arteries and when the Danube was in use, an important shipping 
center. Now in the heart of the Soviet zone, its industry, of nearly 
every type the country sustains and a large part of the finishing and 
processing production, is under Soviet domination and contributes 
little to the Austrian economy. Petroleum production and refining 
is exclusively in Soviet hands, and the products are sold to the 
Austrians. 

In the west, Upper Austria in the American zone and Styria in the 
British zone are centers of heavy industry. Located here is most of 
the iron and steel production. ‘The two big steel mills that have re- 
ceived ECA assistance are (1) at Linz in the United States zone, 
and (2) at Donawitz in the British zone. Among the other indus- 
tries represented are paper, leather goods, agricultural machimery, 
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fertilizers, machinery and equipment, ball bearings, clothing, auto- 
mobiles, glass, 89 percent of the chemical industry, rolling stock, 
electrical machinery, steel construction, shoes, metalware, aluminum, 
and in the French zone a large textile industry. 

In the mountainous areas of the western part of the country there is 
a thriving dairy industry. Agriculture and forestry play an important 
part. Due to abundant cheap power of this section, new industries 
are beginning to move in. These sections also offer many attractions 
to the tourist trade. 


STATUS AS A LIBERATED COUNTRY 


The basis for the policy of the Western Powers in Austria is the 
Moscow Declaration of 1943, which was issued by the United States, 
the United Kingdom, and the U.S. S. R., later adhered to by France. 
The declaration is as follows: 


The Governments of the United Kingdom, the Soviet Union, and the United 
States of America are agreed that Austria, the first free country to fall a victim 
to Hitlerite aggression, shall be liberated from German domination. 

They regard the annexation imposed on Austria by Germany on March 15, 
1938, as null and void. They consider themselves as in no way bound by any 
changes effected in Austria since that date. They declare that they wish to see 
reestablished a free and independent Austria and thereby to open the way for 
the Austrian people themselves, as well as those neighboring states which will be 
faced with similar problems, to find that political and economic security which is 
the only basis for lasting peace. 

Austria is reminded, however, that she has a responsibility, which she cannot 
evade, for participation in the war at the side of Hitlerite Germany, and that in 
the final settlement account will inevitably be taken of her own contribution to 
her liberation. 


In 1945 the Four Powers signed an Allied Control Agreement and in 
June 1946 replaced this with the new Control Agreement, which 
extended sovereignty of the Austrian Government to cover the 
entire country, and established the authority and composition of 
the Allied Commission. United States policy toward Austria was 
redefined by the Department of State on October 29, 1946, in the 
following terms: 


* * * The United States has accordingly regarded Austria as a country 


liberated from forcible domination by Nazi Germany, and not as an ex-enemy 
state or a state that had been at war with the United States during the Second 
World War. The Department of State believes that this view received diplo- 
matic recognition by the Moscow Declaration on Austria and the declaration issued 
at Algiers on November 16, 1943, by the French Committee of National Libera- 
tion, concerning the independence of Austria. * * * 

For all purposes, including legal and administrative, the United States Govern- 
ment recognizes Austria as a liberated country comparable in status to other 
liberated areas and entitled to the same treatment, and subject only to those 


controls vested in the occupying powers by the new agreement of June 28, 1946, 
on control machinery in Austria. * * 


GOVERNMENT 


Since the start of the Four Power occupation in 1945, Austria has 
been supervised by the Allied Council in accordance with the provi- 
sions of a Four Power instrument known as the Control Agreement. 
Under this the unilateral powers of each High Commissioner are 
largely limited to the security of his military forces and enforcing 
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public order in case of emergency. All laws of the Austrian Govern- 
ment must be passed upon by the Allied Council or its subsidiary 
bodies. If the law affects the constitution, one power on the Allied 
Council can veto it; if, however, as is the case in the great majority 
of cases, the law is not constitutional in character, a unanimous vote 
of all Four Powers is required to secure a veto, and to prevent the law 
going into effect within 31 days. Largely through this procedure, 
which has been termed the reverse or inverted veto, the Soviets 
have been prevented from destroying the capacity of the Government 
to act. Even so, they have been able to prevent the return to the 
Austrians of many powers to which their democratic development 
entitles them. ‘These include censorship, throttling of telegraph and 
telephone connections both within Austria and to the outside, and 
forbidding the Austrians to reestablish civil aviation. On the whole, 
however, the Soviets have adhered closely to the Control Agreement. 
In their own zone, however, they have frequently interfered with the 
Austrian police and tampered with other Austrian prerogatives. In 
the event of domestic disturbances the Soviets have used their power 
to aid and abet the efforts of the Communist Party to weaken the 
Government’s authority. 

Like the United States, the French and British maintain occupation 
forces in Austria and participate in quadripartite control. Great 
Britain and France have generally acted in close cooperation with the 
United States in efforts to ease the burdens of the occupation on 
Austria and to increase the powers of the Austrian Government. An 
important exception is that they have not renounced their right to 
collect occupation costs from the Government as the United States did 
in 1947 under the pay-as-you-go agreement. At that time the United 
States agreed to pay dollars to the Austrian Government for occupa- 
tion costs which include rent and maintenance of property occupied, 
salaries of the Austrian personnel employed, official railroad transpor- 
tation, telephone and telegraph charges, quadripartite censoring, and 
the expenses of the Allied Council. It would be of very great assist- 
ance to Austria if France and Great Britain did the same, ate as these 
two countries are already short of dollars, it would increase their ECA 
requirements by the same amount. ‘To pay the Austrians in frances 
and pounds would be of considerable help, but to this Great Britain 
and France reply that their own internal finances will not permit their 
assuming this additional burden which amounted to about $11,616,000 
for both powersin 1951. For calendar year 1952 the United Kingdom, 
France, and the Soviet Union requested $7,770,000 each on the grounds 
that rises in Austrian prices and wages necessitated additional occupa- 
tion costs allocations. The United States High Commission er, 
Ambassador Walter J. Donnelly, declared that the Austrian economy 
could not stand this burden and succeeded in getting the three powers. 
to agree to the same allocations they received in 1951. 
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Occupation costs paid by the Austrian Government to the 4 occupying powers 


{Figures based on present conversion rate of 26 schillings per dollar] 


— s Union of So- 
United States} France [United King-| viet socialist 














Republics 
$7, 692,000 | $34, 616. 000 
6, 808, 000 29, 232, 000 
4,423,000 | 5, 692. 000 
5,731,000 | ‘5. 731,000 
5, 269.000 | 5, 269, 000 
4, 808. 000 | 4, 808, 000 
5, 808, 000 5, 808, 000 
40, 539,000 | 91, 156. 000 
SEN pone 2 11 078, 000 
ace aia | 102, 234, 000 
ela | 183,312, 000 











1 Amount returned to Austria by the United States after conclusion of pay-as-you-go agreement and hence 
not included in grand totai. 


2 Amount received by Soviets (1945-50) as civilian occupation costs, that is,Austrian payments for serv- 
ices for which they were not reimbursed by Soviets. 


The present Government of Austria is a coalition government, 
which has been in power since 1945 and has been one of the most 
important factors making for political stability. Representation in 
the Cabinet is divided almost equally between the conservative 
People’s Party, which has obtained approximately 40 percent of the 
vote in elections since the war, and the Socialist Party, whose vote 
has been slightly less. President Koerner whose functions are com- 
paratively limited under the parliamentary system, is a Socialist. 
Considering the fundamental ideological and practical differences 
between the parties, which led to civil war in 1934 and the subse- 
quent suppression of the Socialist Party, the success of the coalition 
has been remarkable. Its leadership has never been seriously chal- 
lenged either by the League of Independents, a loose combination of 
neo-Nazis, pro-Germans, and anticlerical conservatives representing 
about 15 percent of the population, or the Communist Party which 
has never polled more than 5 percent of the vote. 

The greatest success of the coalition has been the extent of peaceful 
reconstruction and recovery from the war, an achievement in which 
American aid has played a most important part. Hardly less impres- 
sive is the courage and resoluteness which the Government and the 
people have shown toward Soviet efforts to intimidate and weaken 
Austria with the ultimate aim of incorporating Austria into the 
Soviet bloc. 

In the past the coalition has succeeded because, as Chancellor Figl 
put it, “‘While there are stresses and strains between the two parties, 
they recognize the fact that if they do not hang together, they will 
hang separately. So they stay together. ” Friction between the coali- 
tion partners is inevitable in view of deep-seated philosophical differ- 
ences. One of the most important differences now is the economic 
policy to be followed to stop the serious trend toward inflation and 
to prepare for the reduction in United States aid which is beginning 
to be felt. Thus, it is fair to say that the coalition has provided better 
government than any political combination capable of ruling but 
lacks the strength and decisiveness which a one-party government 
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would have. If either party tried to take over the Government, the 
coalition would collapse, the outcome of which might be detrimental 
to the Austrians and might give the Soviets an opportunity to exploit 
the situation. 

Although nearly 35 percent of the population of Austria is under 
Soviet domination, the Communist Party received only 5.4 percent 
of the votes in the 1945 elections. In 1949 they joined the left-wing 
Socialists and together only polled 5.2 percent. In this election 97 
percent of the eligible voters cast ballots, thus 95 percent were non- 
Communist. The Communists have five seats in the legislature 
which is too small a number to permit them even to introduce 
legislation. 

The Communists promote big youth rallies in Vienna as elsewhere 
but the subcommittee was impressed by the fact that at the Whit- 
suntide holiday last spring the United States sponsored landing and 
demonstration of a helicopter drew much larger audiences than the 
youth rallies. Communist slogans continue to be painted on walls 
and fences, one of them being, ‘‘Coca-Cola for Americans—Korea for 
Koreans.” 

The subcommittee was told that United States occupation forces 
arrived in Vienna 6 months after a civil-service system and police 
force had been set up under the Communists. Thus, Communists 
are in both and it has been difficult to get them out although they are 
not in control of any major department. 


PRESENT ECONOMIC SITUATION 


Budgets and taxation 


The Austrian budget, in addition to containing receipts and ex- 
penditures usually associated with the functions of a central govern- 
ment, also contains the income and disbursements of a number of state- 
owned monopolies and nationalized industries, and the Federal rail- 
roads. Since many of these enterprises operate at a loss, budget 
revenues must be used to balance these accounts; the Federal railroads 
alone produced an operating deficit of over 270 million schillings ($12.7 
million) in 1950, and an estimated deficit of 800 million schillings 
($37.6 million) in 1951. The inclusion of such enterprises explains, 
in part, the size of the budget in relation to the national income of the 
country. The 1950 budget, at 10.6 billion schillings ($498 million) 
represented approximately 32 percent of the Austrian national income. 
Moreover the budget is composed of two parts, the ordinary budget 
which includes normal receipts and expenditures and an extraordinary 
budget, the latter being an investment budget in which are included 
expenditures for capital improvements, etc. In recent years the 
country’s ordinary budget expenditures have been more than covered 
by receipts, and the surpluses have been used to finance a portion of 
the deficits incurred in the extraordinary budget. However, a large 

art of the deficits in the extraordinary budget have been covered by 

CA counterpart releases, 

The ordinary budget for fiscal year 1951, which in Austria is the 
same as the calendar year, was 11.8 billion schillings (approximately 
$554 million) and the extraordinary budget 701.2 million schillings 
($33 million) for a total of 12.5 billion schillings ($587 million). How- 
ever, on July 14, 1951, the Finance Minister presented to the Austrian 
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Parliament a supplementary budget for the balance of 1951 in the 
amount of 2.68 billion schillings ($126 million) bringing the total 
request for 1951 to 15.3 billion schillings ($718 million). This latter 
increase reflected the expanded needs for Government expenditures 
as a result of the fifth wage-price agreement, which became effective 
July 16, 1951. The estimated increased expenditures of 2.68 billion 
schillings ($126 million) will be covered by higher tax revenues, larger 
social-security contributions, mgher post, telegraph, and railway 
rates, and increases in miscellaneous tax levies. 

Major sources of revenues include direct taxes (primarily ‘income 
and wage), business turn-over taxes, consumption taxes, customs, and 
miscellaneous fees and capital taxes. Total estimated net revenues 
for 1951 for federal administration (excluding nationalized enterprises 
and the effects of the supplementary budget) amounted to 7,643 mil- 
lion schillings ($358 million) and of this sum 84 percent or 6,424 
million schillings ($302 million) are collected by the Ministry of 
Finance: 68 percent of such collections are in the form of direct taxes, 
of which the income tax is the largest, providing an estimated 1,400 
million schillings ($66 million). Other direct taxes and their receipts 
are wage tax, 1. 300 milhon schillings ($61 million) small-business tax, 
800 million se hillings ($38 million) | corporation tax, 450 million schil- 
lings ($21 million) and occupation tax, 350 million schillings ($16 
million). Among the indirect taxes by far the most important is the 
tax on tobacco, with an estimated 1951 collection of over 1 billion 
schillings ($38 million). 

The Austrian income tax is payable in general by all persons who 
derive income from any source, with the exemptions varying with the 
marital status and family composition of the taxpayer. While no tax 
is levied on the first 2,000 schillings (approximately $94) the rates for 
the lowest group, individuils with no dependents, begin at 2 percent 
on incomes of 3,000 schillings (approximately $140 per annum) and 
progress steeply to 50 percent for incomes in excess of 1 million schil- 
lings. ‘Thus the rates are particularly heavy in the low- and middle- 
income groups. 

The 1952 budget, which was presented to the Austrian Parliament 
on October 24, 1951, calls for ordinary budget expenditures of 18,773 
million schillings ($880 million) and receipts of 18,656 million schillings 
($875 million) with a small deficit of 117 million schillings ($5 million). 
At this level the 1952 ordinary budget is some 30 percent higher than 
the original and supplemental budgets of 1951, and some 66 percent 
above budgetary revenues collec ted during 1950, a year in which a 
surplus of 549 million schillings ($25.6 million) was reported. ‘The 
30 percent rise in the 1952 budget over the 1951 level is attributable 
primarily to the July 1951 wage-price agreement which resulted in 
wage increases of approximately 15 percent, to increased coal prices, 
and to the assumption of increased social security and subsidy oblig: 
tions on the part of the Government. The Austrian extraordinary 
budget for 1952, primarily an investment budget, totaled 915 million 
schillings ($43 million), as compared with 1951 figures of 701 million 
schillings ($33 million). As in previous years this extraordinary 
budget 1s to be financed from whatever surplus is realized in the ordi- 
nary budget (now estimated as a deficit), plus ECA counterpart re- 
leases. ‘Thus the total 1952 budget showed a combined deficit (ordi- 
nary and extraordinary budgets) of 1.032 million schillings ($48 
million) not covered by programed receipts. 
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Foreign trade 


Austria is heavily dependent on foreign trade. Because of its 
limited resources substantial imports are required, particularly of 
coal, food, textile fibers, and nonferrous metals. Virtually all hard 
coal, at least a quarter of its food, most textile fibers and nonferrous 
metals, and much of the machinery needed for its investment program 
must be imported. 

The chief economic problem thus becomes the production and 
export of sufficient goods to pay for the necessary imports. 

However, prices of Austrian exports are high because of (1) ineffi- 
cient machinery and techniques and the lack of a large domestic 
market, (2) restrictive business practices which limit competition, and 
(3) the tremendous rise in raw material prices since the outbreak of 
the Korean war. These factors are reflected in the fact that Austrian 
exports of finished goods have recently been smaller than in 1937, 
while those of raw materials and semifinished products, such as iron 
and steel and timber, the demand for which has been stimulated by 
the world rearmament program, have been considerably larger than 
in 1937. When the demand for the latter slackens the strain on the 
Austrian balance of payments problem will greatly increase. 

Austria’s postwar trade has been characterized by a sharp decline 
in trade with the Soviet bloc (except Poland because of coal) and by a 
tremendous increase in the importance of the United States as a sup- 
plier, chiefly of coal, cotton, and grains. In 1950 and in the first 
6 months of 1951, exports to the Soviet bloc represented 15.4 and 
11.9 percent, respectively, of total Austrian exports, compared with 
29 percent in 1937. Imports from the bloc declined even more 
sharply, falling from 33 percent in 1937 to 12.5 percent in 1950 and 
to 10.9 percent in January-June 1951 period. To accomplish these 
reductions Austria has had to reorientate drastically its foreign-trade 
pattern in view of the fact that it has always had close commercial 
and economic ties with the Balkan and Central European countries 
of the Soviet bloc in which are to be found many areas formerly a 
part of the Austro-Hungarian Empire. 

The United States, which supplied only 6 percent of total Austrian 
imports in 1937, furnished in 1950 and in the first 9 months of 1951 
23 and 24 percent, respectively, including ERP imports. On the 
other hand the United States takes only a very small portion of 
Austrian exports, in 1937 less than 3 percent, and in 1950 and the 
January—September period of 1951, 5.6 and 5.9 percent, respectively. 

Since Austria has to rely on the United States for much of the coal, 
grains, and fats it formerly obtained from the Soviet bloc, and in view 
of the fact that United States purchases of Austrian goods represent 
only a small fraction of what Austria must obtain from this country, 
the Austrian dollar deficit problem is an extremely serious one. This 
situation has been aggravated by the fact that Austria’s chronic 
deficit in the European Payments Union (EPU) has made it necessary 
to meet the deficit through the payment of ERP dollars and free 
dollars from its limited reserves. 
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Austrian trade with the United States 
{Millions of schillings] 





| | | 
1951 (10 
1949 | 1950 months) 
| Bn RE 
EE Gr WO I oo cnnetdbukewonsabondusamwa 96 365 1 463 
Gere CEN GR AFTON ORIG es io oh cin cin See cnkecenccbsaneccs 1, 842 2, 137 2 692 
i 




















1 Equivalent to about $22,000,000. 
2 Equivalent to about $125,000,000. 


Use of United States aid 


Since the termination of hostilities in 1945, the United States has, 
through various grants and loans, extended aid to Austria in the 
amount of approximately $1.4 billion. Of this amount, ECA aid, 
both direct and indirect, from April 1948 through June 30, 1952, has 
totaled $913 million, or approximately 65 percent. The remaining 
35 percent, or $490 million, resulted from foreign aid and interim 
aid legislation of the Eightieth Congress (approximately $164 million) 
and the balance ($326 million), as a result of grants made by the United 
States Government to Austria through UNRRA, United States Army 
aid, excess Army matériel, captured enemy matériel, and other relief 
donations. 

Shown below are the total purchase authorizations, by commodity 
groups, issued by the ECA from April 3, 1948, to November 30, 1951. 
‘hese figures do not include indirect aid, i. e., aid to the EPU, which 


amounts to approximately $278.3 million for the period April 1948 
through June 30, 1952. 


; ol 
| | 





Commodity group Dollars Percent 

| | 

| Millions | 
Food, feed, fertilizer. | 305.3 | 51.3 
Ocean freicht 72.9 | 12.3 
Machinery and vehicles_ - ean thi cer dives hapten mandew alsa ; 63.4 | 10.7 
Cotton : ; 2 ; Ss 42.9 | 7.2 
Crees Fah One Pi tel oo ks sh cs i so ncn hae 40.8 | 6.8 
Chen icals and related products. -- 14.6 | 2.5 
Nonferrous metals and products... ; i 9.7 | 1.6 
Hides and skins Shdeson diahseneesi asiiaiidente qusiiiehal 9.4 1.6 
Iron and steel] mill materials and products Sat ae Redwine ae 7.7 | 1.3 
Wool Bee hn ae Scab eik a aU toe oo cad 5.2 | 0.9 
pF BRN a ee See a 22.0 3.8 





Ris ick rinse Cb Osibabin sant ‘ 
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Comneraets programs, 1948-51,' by sectors 











. | Millions of | 
Sector | schillings | Percent 

a Sc isis eae edeiabeapneecabealitebastueniaunxt hiaeeeacesaenbed Miata wieeieedetan 733.1 | 9.1 
Forestry EAS aiiaie adie dévbecs ‘ shedeteialie Lid coal 166.0 | 2.0 
Woodworking._.__., phinuniaae MS ppheana el 125.0 | 1.5 
ee MIN Alii oso ok ot Sk bono nttnsavanspanane ail alias a pnomeeas 205.0 | 2.5 
Electric power --- pat aiaaaleinons ab ee ising Sita tape on elena 1, 353. 3 | 16. 6 
Iron and steel seaeteaarars ake | 818.8 | 10.1 
Nonferrous metals : ; : , whi 145. 5 | 1.8 
Electrical engineering aitatle 74.9 | 9 
Metal processing - . - Debeezs Wes M | 148.3 | 1.8 
Che — On c~ <0 ahs Sais i ee | 171.1 | 2.1 
Textiles. - _- ; . \ aeaenceost 188. 1 2.3 
Pulp and paper ; se . npbbes viabinainoe | 505. 6 | 6.2 
Glass and ceramics. - ; Wisgiesseeice . Seknkelel 51.3 } .6 
Graphics - - -_- : sa eek ht Pee taact endian’ 15.7 | 43 
Building materials le Simca iukde aa 32.1 | 4 
Smal! business cthacen Tea ben 16.0 .2 
Railroads re ; : 7 1,018.3 | 12.5 
Post, telephone, and telegraph AS SR Se PE LS is 261.8 | 3.2 
Roads and bridges ; tees : vel 196.8 | 2.4 
General and workers housing ‘ ‘ ; ay 4 322.1 | 4.0 
Tourism aia . wit ; 279. 6 | 3.4 
Export fund_- 40.0 | 5 
Productivity center and technical assists ance oa 4 14.8 | .2 
Financing special export credit 106.0 | 1.3 
Reserve (or unassigned) ‘ ; : 107.9 | 1.3 
Food processing - - - ‘ : 7.4 | 1 
Miscellaneous manufactures ? wa 9.5 | ae 
Mining other than coal or metals 2.1 s 
Public buildings 120. 0 15 
Government salt mines 1.4 
Government printing office 23 
Educational institutions 10.0 y 
Water systems. - 8.7 | 1 
Waterways and harbors 6.2 | 
Indigent aged _- 15.0 a 
PORNO oi 55 ceive ik 45 Kako SU geo o oka ebbeidach > oiee coat wansdelnae Bbak ae 850.0 | 10, 4 
Voluntary relief-agencty shipments $15.0 3.2 

Gs 9 55 as s ‘J ctis 48, 148.6 100. 0 


1 Public Laws 84, 389, 472 

2? Leather and leather products, certain building materials, etc. 

3’ Not included in the release level. 

4 The totals shown exceed the release level by the amounts shown under “ Voluntary relief-agency ship- 
ments.” 


Note.—Totals shown are sums of unrounded figures, hence may vary slightly from totals of rounded 
figures. 


Unemployment 


Between 1948 and the spring of 1951, unemployment in Austria 
rose steadily despite the increase in production which took place. 
Monthly average employment in 1948 was 55,000; in 1949 it rose to 
100,000; in 1950 to 129,000, and in 1951 it was about 117,000; the 
peak being reached in January of 1951, when 221,000 or almost 11 
percent of the estimated labor force had registered as unemployed. 
However, the trend reflected by these figures by no means reflects the 
situation which prevailed in the earlier years, particularly 1948 and 
1949, when many persons failed to register for work because they were 
rebuilding their homes, or were engaged in trading their services for 
food ‘and other essentials. It will be remembered that the schilling 
at that time had little purchasing power, and for this reason many 
persons were not interested in working for monetary wages. It should 
also be pointed out that during the 1934-37 period, an average of 
347,000 persons or 22 percent of the total labor force of about 1,570,000 
were unemployed. 

In December 1951 unemployment totaled 151,000 which, although 
about 18 percent below December of 1950, represented about 7 percent 
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of the estimated labor force of slightly more than 2 million as against 
4.3 percent in November. A combination of mild weather, continua- 
tion of private construction, and the partial introduction of the Gov- 
ernment’s winter emergency program was responsible for holding 
unemployment below that of December 1950. The sharp increase 
in unemployment which normally takes place in the winter is due to 
the curtailment of construction work, farming, and tourist services. 

Almost half of the country’s jobless on November 30 were located in 
Vienna. The other provinces which accounted for most of the remain- 
ing unemployed, were lower Austria (Soviet zone), Styria, and upper 
Austria. 

Since total registered employment has increased only slightly since 
1948, the increase in Austrian unemployment is apparently due chiefly 
to the failure to absorb the structurally unemployed (principally 
white-collar workers and women) and the new entrants into the labor 
force. 

Wages and prices 

Following the completion of the fourth wage-price agreement of 
October 1, 1950, additional price pressures developed in Austria, 
primarily as a result of rising world-market prices, and by February 
1951 the total effect began seriously to affect real wages. As a result, 
the Austrian trade unions embarked on a program of wage increases 
through individual trade-union negotiations instead of through a 
single national agreement. By May of 1951 it is estimated that 
general wage levels had increased some 10 percent for almost 80 
percent of Austrian workers. During this period, however, other 
price pressures were developing. The farmers requested price in- 
creases for milk, meat, and grain products; coal prices were advancing; 
and higher Government expenditures were necessary to absorb 
increasing food subsidies. These, and the continued upward move- 
ment of world market prices, made a fifth wage-price agreement 
almost inevitable. This agreement was concluded on July 10, 1951, 
and provided for increases in wages for manual workers of 10 percent 
and white-collar workers, 12 percent. In addition, on the price side, 
increases were permitted for milk and grain prices to producers, and 
higher retail prices for a variety of cost-of-living items. Finally, the 
agreement provided for increased public-utility and transportation 
rates and higher rents, effective November 1, 1951. 

This new agreement caused a chain reaction in the price field, with 
almost every commodity group moving into higher ground. The 
wholesale price index advanced over 16 percent between June and 
December, to reach an all-time level of 843 (March 1938 equals 100). 
During the same period the cost of living index advanced 27 percent 
to 706.8, with March 1938 as the base. Belatedly recognizing the 
seriousness of the inflation in Austria, the Government, in cooperation 
with industry groups, has in recent months attempted to roll back 
prices and recent developments indicate that, on an over-all basis, 
price roll backs in the neighborhood of 5 percent have been accom- 
plished. In addition, the Austrian Government has taken other 
steps in the field of fiscal policy to control inflation, including curtail- 
ment of credit expansion, and raising of the rediscount rate. 

During the latter part of 1951 wages also increased at about the 
same rate as the cost of living index; the wage index of net earnings 


95257—52 2 
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for Vienna workers advancing some 27 percent between June and 
October 1951. 

The extraordinary demand for consumer goods which resulted from 
the wage increases granted in July, coupled with rapid credit exvan- 
sion, resulted in secondary price increases which on the whole seemed 
to have reduced the average real income to a level slightly below that. 
prevailing before the conclusion of the agreement. Thus it appears 
that real income, and consequently the per capita standard of living, 
has shown some deterioration in recent months. 

Index of wholesale prices, cost of living, retail prices, and net earn- 
ings from July 1948 through the latest available period are given 
below. All indexes were prepared by Austrian Institute of Economic 
Research. 























j 
Wholesale Cost of : Net earnings 
prices living Retail prices | (city of 
Month | Vienna) (Au- 
ame re Tihs ee ee. et ee ree 
March 1938= 100 109) 
aaa — | ee Oe ] — 

WO Tiir i i eek Bes | 319 304. 3 305 273.9 
August paced ns aeaheyie baltwondauiian 316 304. 3 305 273. 2 
September... ...---- maine aebeeaeeaen 304 303.3 303 280. 0 

TODS ney ss ncn edad <Gopapaekaee 429 432. 5 415 384. 5 
August ; = ai ma ib a at ; 437 428. 2 414 386. 9 
September _--.-_-- owe pote ‘ 437 438.3 419 391. 2 

1950—July “a z mor isan 569 | 455. 1 450 402.9 
August robes Fiaiminetgiee- samen } 552 447.1 450 405. 4 
September. -.........--. FEET a 564 459.8 458 410.0 

TORR BINT ian oi 5 ns dcennese aint «aceasta cd 708 530.8 536 513.8 
MN os dh. di itdusceekcnbencolisaiclsy seaman 708 532.8 546 512.3 
eS Se Fissun se nicslin hegsenpiatiindclgiodaialaccah 724 555. 4 556 F29.9 
July caabeene eabhipin a apelin cone 795 | 608. 5 608 573.8 
EE. icc uubied oeien~ denhi wbease 790 637.4 6383 655.0 
IEE gn ee ha ee oe Car oe 78 638. 5 613 654.5 
Ce ks c calecel lb aeweb commen 790 666. 7 661 673, 2 
Ie sais win teniacietal aia 800 680. 4 Ge es ene 
IIE = or nk maieemten einen a ceeneiede 843 706. 8 Ge Baten sccessce 





Nature and extent of Soviet control 


During the German occupation of Austria the Nazis acquired 
substantial ownership in Austrian industries. The four occupying 
powers seized these German assets but in seizing the properties in 
their zone, the Soviets did not distinguish between valid and invalid 
Nazi acquisitions and thus appropriated properties far in excess of 
anything evisaged in the Potsdam Agreement. These Soviet seizures 
were in addition to the extensive plant and equipment removals, also 
claimed as German property, carried on by the Soviets in the early 
days of the occupation. The question of ultimate disposition of 
German assets in Austria has been reserved for future quadripartite 
settlement. Pending this settlement the Soviets have requisitioned 
such properties in their own zone and are administering them (oil 
fields and installations, Danube shipping operations and the so-called 
USIA plants). In the western zones, the other occupation powers 
have agreed to the administration of German assets under Austrian 
trusteeship. Since the war, as a result of Soviet obstruction, traffic 
on the Danube, the most important river in southern Europe, has 
been throttled with the result that the tonnage carried on that river 
has been only a fraction of what it was before World War II. In 
1945 the Soviets seized, as a German asset, all the vessels and other 
assets of the First Danube Shipping Co. (DDSG) which were in their 
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zone in Austria. The vessels of the company which were in the 
American zone were turned over to the Austrians in trusteeship and 
were operated until 1951, but only between Regensburg, Pavaria, 
and Linz, Austria. That year the Soviets granted the Austrians 
permission to pick up specific cargoes in the Soviet zone, but not 
below Vienna. The Yugoslavs received permission i1 1950 to operate 
their ships between Yugoslavia and Regensburg. The Germans 
have thus far been permitted to operate ships only between their 
country and Linz, but have recently been negotiating with the Soviets 
for permission to carry fuel oil from the Soviet zone to Pavaria. 
Because of Soviet restrictions on the movement of Austrian, as well 
as German vessels, on the Danube, vessels operated by the Soviets 
and their satellites, have also been prevented from moving through 
the American zone. 

The properties controlled by the Soviets include approximately 350 
enterprises employing about 50,000 persons. These include all of those 
in Austria which produce petroleum products, sulfuric acid, flat glass, 
rayon filament yarn, licht bulbs, and electric locomotives, and many in 
a number of other fields, such as turbines, electrical equipment, and 
soap. 

Austrian authorities have stated publicly that USIA plants owe the 
Austrian Government approximately 1 billion schillings, of which 600 
million schillings represent unpaid taxes and 400 million schillings 
unpaid freight costs. Moreover recent estimates indicate that the 
Soviet authorities, through the profits of USIA firms, oil shipments 
eastward, and other removals are depriving Austria of over $50 million 
annually. In addition, the USLA bezan in 1950 to operate a larce 
number of small retail stores both in the Soviet zone and Soviet 
sector of Vienna. These shops handle such varied items as fresh 
meat and various other foods, alcoholic drinks, cigarettes, textiles, 
motorcycles, toilet articles, shoes, and clothing. Some of these goods 
are manufactured in USIA plants while others are illegal imports 
from the Soviet satellites. The stores operate on an extraterritorial 
basis in that they do not conform with Austrian tax, license, con- 
sumer, and sanitation laws. Consequently, they enjoy a decided 
competitive advantage over legitimate Austrian retail stores and 
deprive the Austrian Government of greatly needed tax revenues. 


AUSTRIA’S STATUS IN EUROPEAN DEFENSE 


Austria cannot participate directly in the defense of Europe because 
of the fact that any Austrian military activity is prohibited by direc- 
tives issued by the Allied Council. Efforts by the western allies to 
direct the resources of the area of Austria outside the Russian zone 
into the defense program or to get the Austrian Government to join 
formally in such an effort would presumably result in a division of 
Austria comparable to what has occurred in Germany. 

Special provision has had to be made for Austria in the Mutual 
Security legislation, because the general provisions concerning mutual 
defense cannot apply. Austria has no armed forces of its own. It 
has only a police and gendarmerie force. Under the circumstances it 
is not free to contribute to the rearmament of Western Europe either 
with men or military goods. 
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The Government and the people are wholeheartedly on the western 
side. The subcommittee was impressed by an incident that occurred 
in Vienna. As the United States High Commissioner’s car passed 
along the street displaying the American flag, the people stopped and 
removed their hats, showing almost a reverence for Americans. The 
action appeared to be entirely spontaneous and sincere. 

In spite of the difficulties mentioned above, the Government of 
Austria has been formally oriented toward the west in a number of 
ways. Austria has participated in the Marshall plan and is a member 
of the Organization for European Economic Cooperation. Her ad- 
mission into the United Nations has been barred by Soviet veto, but 
she is a member of many international agencies, such as the Inter- 
national Labor Organization, the International Monetary Fund, the 
International Bank for Reconstruction and Development, the Food 
and Agricultural Organization, the World Health Organization, and 
the International Trade Organization. 

It is important that the Soviets be kept from taking over Austria. 
The presence of United States forces in Austria and our generous 
expenditures there have made a deep impression in the satellite 
countries. The courage of the Austrian people and particularly of 
the leaders of the Austrian Government and their success in with- 
standing Soviet pressure offers constant encouragement to the people 
of countries which are the victims of Soviet imperialism that their 
own future is not hopeless. If the United States should take any 
action which might be interpreted as indicating a diminution of our 
interest in Austria, the repercussions would be felt not only among the 
people of Austria but throughout the area behind the iron curtain. 
The result would inevitably be a Soviet victory in the cold war. 


UNITED STATES INFORMATION SERVICE 


The United States maintains an Information Service in Austria 
which provides news, photo, and feature services for the Austrian press 
and radio; operates 11 centers and reading rooms; engages in extensive 
cultural and exchange activities, puts out Vienna’s leading daily, the 
Wiener Kurier; and operates the Red-White-Red radio network with 
100-kilowatt transmitters in Vienna and Linz, and a 10-kilowatt 
station in Salzburg. The Wiener Kurier and Red-White-Red opera- 
tion are made necessary by the fact that there is no other newspaper 
in Vienna able to express an exclusively western viewpoint and that 
the official Austrian Government radio network is under Soviet 
control. The Wiener Kurier has a paid circulation of 150,000 daily, 
while the Red-White-Red is on the air 19% hours every day and reaches 
an estimated 2,200,000 persons in Austria and the peripher al countries. 

Another interesting feature of the program in Austria is an extensive 
library service which ships cases of books on loan to all parts of 
Austria, including the otherwise inaccessible Soviet zone. 


AUSTRIAN STATE TREATY 


In accordance with the Moscow declaration of 1943, the Western 
Allies have consistently pressed for the conclusion of a treaty with 
Austria. After some delay on the part of the Soviets, negotiations 
began in January 1947. Although 258 meetings on the treaty have 
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been held; the negotiations are not completed. The two hundred and 
fifty-ninth meeting was scheduled for January 1952, but the Soviets 
refused to attend. Their reasons for not attending are an indication 
of the attitude which has made conclusion of the treaty impossible. 

The Soviets announced shortly before the meeting was to be held 
that they would attend only if consideration would be given to a four- 
power investigation of demilitarization and denazification in Austria 
and western obligations with respect to Trieste under the Italian 
Treaty. They charged in this connection the creation of an Anglo- 
American military base in Trieste. The Western Powers reiterated 
their previous position that such matters were extraneous to the 
negotiation of the Austrian treaty and were unsuccessful in their 
further efforts to obtain Soviet participation in the scheduled meeting. 
Fifty-three of a total of 59 articles of the treaty have already been 
agreed on. The 54 articles have been agreed for over a year. The 
Soviets have not been willing to get down to a discussion of the remain- 
ing articles during the past year. The meetings which have occurred 
have been spent on irrelevant and delaying subjects introduced by 
the Soviets. On one occasion, for instance, the Soviets broke off 
negotiations until a Soviet claim for payment for some dried peas 
supplied to the city of Vienna early in the occupation was settled. 
The “pea debt” involved a-transaction of doubtful validity (the peas 
were reported to have been spoiled), and there is a recognized practice 
for handling such matters. The inescapable conclusion must be that 
the Soviet does not want to conclude treaty with Austria which would 
require the withdrawal of all foreign troops. The Soviets want to stay 
in Austria. This is a further indication of the Soviet Union’s unwil- 
lingness to make any kind of an agreement which would produce a 
stable world. 


DANGER OF UNITED STATES ASSISTANCE TO AUSTRIA BENEFITING 
RUSSIA 


Since Austria is a single country without customs barriers between 
the Soviet and western zones (Allied personnel are not permitted to 
ross into the Soviet zone, but there is relatively free movement of 
Austrians and of goods) and with much of its borders touching on 
satellite countries, it is not possible to exercise much control of ship- 
ments once they arrive in Austria. Furthermore, the United States 
is not in a position to do much in the way of establishing controls to 
check shipments from the western zones to the East since we desire 
to maintain a unified Austria. It should also be pointed out that the 
Soviets can at any time cut off Austria’s access to Austrian oil which 
is all in the Soviet zone. Austria has decreased its participation in 
trade with eastern countries from more than 40 percent of total trade 
in 1938 to less than 15 percent in 1951. It cannot stop all trade with 
the East without suffering serious economic loss. 

Austrians living in the Soviet zone have received United States aid 
in the form of foodstuffs, but with a few exceptions, justified by the 
importance of the plant’s contribution to the Austrian economy, in- 
dustries in the Soviet zone have not received any aid. In any event 
no USIA enterprise has received any direct aid. The two steel plants 
which have received substantial United States aid, as well as the hydro- 
electric-power projects, are all in the western zones. 
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Control is exercised, however, over the shipments into Austria so as 
to prevent them from serving as a gateway to the iron curtain, and it 
is not believed that Soviet military strength has increased im any 
significant manner as a result of United States aid to Austria. 


IRREGULARITIES IN FOREIGN EXCHANGE ADMINISTRATION 


Since October 1949 when the ECA required the Austrian Govern- 
ment to reimburse the United States for shipments of steel sheets and 
of tallow because the prices paid were in excess of the current market 
value and consequently in violation of the ECA Act, there have been 
reports that there was improper handling of Austrian foreign-exchange: 
transactions. An investigating committee was established in the 
Austrian Parliament late in 1949, and its investigations are still 
under way. The Austrian Parliamentary Committee has hired a 
well-known New York firm of public accountants to assist in its work, 
and it is expected that a report will be forthcoming in the near future. 
The study mission made no effort to explore this situation pending the. 
completion of the investigation by the Austrians. 


OBJECTIVES OF UNITED STATES ASSISTANCE 


The subcommittee gave particular attention to the question of 
just what type of United States assistance would most effectively 
contribute to carrying out United States policy in Austria, while 
giving adequate consideration to the burden being borne by the 
American taxpayer. One of the basic principles of ECA policy has 
always been to build up the productivity of each participating country 
in order that it may be able to pay its own way as soon as possible. 
Just as Austria occupies an exceptional position as to its ability to 
participate in European defense and as to the continuing influence of 
Soviet Union in its affairs, it would appear to justify an exceptional 
approach in recei ing United States economic assistance. 

There is no question but that United States aid to Austria should 
be continued. Under present conditions Austria cannot be self- 
supporting. A drastic decline in living standards or in opportunities 
for employment would give the Communists an opportunity to 
strengthen their hold in Austria—perhaps to take over completely. 

On the other hand, a program of industrial expansion at United 
States expense does not appear to be justified. Such industries can- 
not be counted on to contribute to defense in the way a comparable 
investment in a less vulnerable country could do. There is also the 
danger that the products of these factories might find their way behind 
the iron curtain, or even that unfavorable developments might result 
in the plants themselves falling under Soviet control. 

Against this position it is argued that unless a program of industrial 
development continues, Austria will maintain a deficit and will need 
United States assistance indefinitely. The subcommittee believes 
that the United States taxpayer will be better served if we accept the 
fact that as long as present conditions persist, the United States 
should expect to contribute to the support of the Austrian economy 
and that under these conditions we should not spend money on 
attaining long-range objectives of increased productivity. - We should 








STUDY MISSION TO GERMANY AND OTHER COUNTRIES 17 


direct our aid to maintaining the necessary standard of living and 
preventing unemployment. During the present emergency, United 
States funds for expanding production can be better spent elsewhere. 


CONCLUSION 


In the judgment of the subcommittee the people of Austria are 
definitely inclined toward the West and look to the United States for 
leadership. We are definitely holding our own in Austria and perhaps 
making a little progress. Soviet propaganda, harassment and coercion 
are not making gains. As long as the United States maintains its 
present policy, the Soviets know that the only way they can extend 
their control over Austria is by making war. Under these conditions 
we must not weaken. 

In the opinion of the subcommittee it would be beneficial if France 
and England would follow the example of the United States and cease 
taking their occupation costs from the Austrian Government. Such 
action in view of Austria’s pro-western leanings would be helpful. 

The committee believes that the United States should continue 
assistance to Austria. We have already spent over a billion dollars 
in that country. Here as elsewhere our investment must be evaluated 
in terms of the free world. By continuing to remain inside the Iron 
Curtain in Austria we have an opportunity to prove to the world that 
we are interested in small nations which have been overrun by the 
military machine of the Soviet Union. The psychological effect of 
remaining in this country is tremendous, and to stop our assistance 
would invite a catastrophe and could prove an unwise decision. 

In giving aid to Austria the committee believes that United States 
money should not be spent for the purpose of building up the Austrian 
industries. This might result in assisting the Soviet Union since 
many of the industries are in the Soviet-controlled section of the 
country. 

The coalition government is friendly to the west. Anything that 
can be done to help keep this government in power is therefore of 
benefit to us. We are concerned with the stability of this country. 
It would be very difficult for the coalition government to remain in 
power, were France, England, and the United States to withdraw. 

The Soviet Union has clearly demonstrated that the Communists 
are not interested in concluding a peace treaty with Austria. The 
negotiations on the draft of the proposed treaty were commenced in 
1947 and continued to the present year. Two hundred and fifty-eight 
attempts were made in an effort to write the treaty. There has been 
almost a complete stalemate on the Austrian question for the past 
2 years. 

On the 13th of March, the United Kingdom, France, and the United 
States directed to Moscow a note which was delivered by the three 
Ambassadors, asking that treaty negotiations be resumed. They 
proposed an abbreviated treaty on eight articles; previously there 
were 53. To date there has been no answer from Moscow on the 
new proposal and request for resuming negotiations. This follows 
the characteristic pattern in which Moscow operates and is further 
evidence that the Soviets do not intend to reach any kind of a solution 
to the Austrian question. 
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The situation in Austria graphically illustrates the obstinacy and 
unwillingness to reach any kind of an agreement that would provide 
for the independence of a country. 

The committee feels that our aid to this country has been a major 
factor in preventing the Soviet Union from pushing its control to the 
entire country. Our aid is an obstacle to Soviet designs and for this 
reason we believe that it should be continued. Although Austria is a 
small country and cannot make, under present circumstances, much 
of a military contribution to the defense of the west, it should be kept 
in mind that the prople are most friendly, and it is worth while in 
terms of our security to continue our assistance in maintaining our 
position in Austria. We are established inside the iron curtain. 

Constant kidnappings take place in Vienna and elsewhere. People 
disappear and are never heard of. The United States by remaining 
in the country gives the Austrians an excellent opportunity to compare 
the attitude and actions of the United States with those of the Soviet 
Union. The one hope for Austria as well as many other countries is 
that the west will soon become so strong that the Soviet Union will 
necessarily be willing to make and keep agreements. For the sum 
expended in Austria, the committee feels that it is worth while for the 
United States to remain in a country that stands at the crossroads of 
Europe. 
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Prior to departure, the subcommittee had many conferences and 
was briefed on Yugoslavia. After Congress reconvened, the sub- 
committee held additional conferences to supplement its information 
and findings while in Yugoslavia. In this report, we have included 
background information, our observations, our conclusions, and our 
recommendations. 


AREA AND POPULATION 
Area 

Yugoslavia is the largest country in the Balkans, is a federation of 
six republics, one autonomous province and one autonomous region. 
Its area is 100,000 square miles, the size of New York and Pennsylvania 
together. The population is approximately 16,500,000. 

Seven countries border Yugoslavia. On the north lie Austria and 
Hungary, while Rumania and Bulgaria are found to the east, Greece 
and Albania to the south, and Italy on the west. The Adriatic Sea 
and the controversial Free Territory of Trieste are also part of 
Yugoslavia’s borders. There are 1,000 miles of Cominform frontier. 
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Population 

The population of Yugoslavia is composed of five distinct groups: 
Serbs, Croats, Slovenes, Macedonians, and Montenegrins. Histor. 
ically, the Yugoslavs have been forced to live under Magyar, Italian, 
German, and Turkish overlords. The Slovenes settled in the northern 
end of the West Balkan region, the Croats in the center, and the Serbs 
in the south. Geographical factors tended to separate the Croats 
from the Serbs. For the Croats the direction of expansion was 
westward, while for the Serbs it was southward. 


Regions of Yugoslavia 
Republic: Population 
eR li il a contains pales Oe fecal 4s kPa oa _. 1, 389, 084 


Croatia___.___- onesie 6) ei ns) Cee g __.... 8, 749, 089 
Bosnia-He srzegovina.._- pe Uti ake PaCS Ve _... 2 664, 961 
ON as 5 Oia a a aS Be ti a CS Jc. Se 46 


DOORN ais. i ch abi: dis Stas ek he i iS alee 376, 573 
Macedonia... No Rg a a cael ae 1, 152, 054 
Autonomous province: Vojvodina- ee ae ee a ba gens 1, 661, 632 
Autonomous region: Kosovo-Methoija___.........-...-... 727,176 


Languages 


There are four main languages: Serbian, Croatian, Slovenian, and 
Macedonian. Although they are all similar to one another, each has 
its own distinctive dialect. All these languages are understood by 
most Yugoslavs. 

Geography 

Like the rest of the Balkans, Yugoslavia is mainly mountainous. 
About 70 to 80 percent of the population is engaged in agriculture 
and forestry. Approximately 32 percent of the land is arable, 31 
percent is forested, and 25 percent is in pasture. Thus the Yugoslav 
is primarily a farmer and a forester, and agricultural production is of 
utmost importance to him. 

It is a country of many rivers, flowing into the Black Sea, the 
Adriatic, and the Aegean. The largest rivers are the Yugoslav part 
of the Danube, 369 miles long; the Sava, 587 miles; the Morava, 355 
miles; the Drina and the Drava. Inter-country navigation on the 
Danube is throttled by the Soviet Union. 


HISTORICAL BACKGROUND 


The great south Slav migration began in the sixth century. During 
the next 200 years a new civilization was started and developed. 
From the eighth century onward independent states came into ex- 
istence, and by the thirteenth century the Slav civilization had reached 
a high level. In 1389 Serbia was seized by the Turks. Bosnia 
was taken in 1463 and Herzegovina in 1483. The Turkish invasion 
considerably slowed down the development of the south Slav civili- 
zation. The resistance of the Slavs to the Turks during the next 500 
years prevented them from driving further west. 

None of the occupiers conquered the country completely. The 
Yugoslavs retained their individuality and cultural identity, and in 
many cases they retained their own civil and state administrations. 
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The Montenegrins were completely independent during this entire 
period. 

As the centuries progressed there developed a movement for the 
unity of the south Slav peoples. During this period there were many 
peasant rebellions, the one which receives the most notice in Yugoslav 
history being the one conducted under the leadership of Matija 
Gubec. 

The struggle for complete independence reached its climax in the 
last 150 years. During this time there were 28 separate rebellions. 
By the twentieth century, the resistance had grown so strong that it 
seriously interfered with the plans of the Turks in the Balkan Wars 
of 1912-13, which was a factor in gaining independence from the 
Austro-Hungarian Empire in World War 1. On December 1, 1918, 
an independent country was set up, called at first the Kingdom of 
Serbs, Croats, and Slovenes (including Macedonia and Montenegro) 
and later became the Kingdom of Yugoslavia. 

In the period between World Wars I and II there was strife often 
encouraged by outside powers between the Serbs and the Croats. 
During this period Yugoslavia, despite its great natural resources, 
remained one of the poorest countries in Europe. 

On March 25, 1941, the Yugoslav Government signed the German- 
Italian-Japanese Tripartite Pact in Vienna. Two days later a politi- 
cal coup overthrew the regency of Prince Paul, and Peter II was pro- 
claimed king. A new cabinet announced that Yugoslavia would 
follow a policy of neutrality. 

On April 6, 1941, German troops marched into Yugoslavia. Squad- 
rons of German planes bombed Belgrade, leaving an estimated 25,000 
dead and a heavily damaged city. On April 17, the Yugoslav Gov- 
ernment capitulated; however, resistance against the Germans and 
Italians was maintained by guerrilla forces. 

The country was occupied by four armies—German, Italian, Hun- 
garians, and Bulgarian—who partitioned the country. Resistance 
by guerrilla forces continued until the latter part of 1944, when the 
partisan army, headed by Marshal Tito, together with elements of 
the Russian Army, drove out the invaders. 

Yugoslavia suffered considerable destruction during the war. The 
Yugoslav Government estimates that 1,700,000 persons were killed as 
a direct result of the war—one out of every nine persons. Approxi- 
mately an equal number were either wounded or left seriously affected 
from terms in concentration camps, privation, malnutrition, or other 
causes directly attributable to the war. 

According to Yugoslav official figures, losses at the end of the war 
amounted to 55 percent of all cattle; 63 percent of all sheep; 58 percent 
of all hogs; 67 percent of all horses; 38 percent of all vineyards; and 
24 percent of all orchards. 

In addition, 289,000 farms were destroyed; 50 percent of the railway 
trackage was torn up; 3,500,000 people found themselves homeless; 
and most mines, factories, and power plants were damaged or de- 
stroyed. 

On March 2, 1945, King Peter II named a new Regency Council and 
Marshal Tito was chosen Prime Minister. Elections for a Constitu- 
tional Assembly were held on November 11, 1945, with the Govern- 
ment party an easy victor. On November 29, 1945, the Assembly 
proclaimed Yugoslavia a republic. 
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Yugoslavia was declared a Federated People’s Republic on January 
shy 1946, under a new constitution. The Constituent Assembly 
adopted a new basic law and named Marshal Tito to form the new 
Government. 


ECONOMIC SITUATION IN YUGOSLAVIA 


At the end of World War II, Tito and his Communist colleagues 
took complete control of the Yugoslav Government. The Yugoslav 
Communist leaders initially sought to follow the pattern set by the 
Communist Party in the Seviet Union in the political, economic, and 
social fields. In politics this meant the rule of a one-party govern- 
ment. In the social field, the aim was the creation of a “classless 
society.’’ In the economic set-up, collectivism and state ownership 
of the means of production and distribution was the objective. 

From the very outset Tito’s government began to carry out radical 
economic changes, seeking to bring industry, agriculture, and com- 
merce directly under rigid Government control. As the country 
was only sparsely industrialized, it was easy for the Government 
either to take over the ownership of industrial establishments or to 
place them under Government-appointed managers and directors. 
It was also relatively simple for the Government to take over the 
production of such export minerals as copper and chrome. 
Agriculture 


Yugoslavia is predominantly an agricultural country, with four- 
fifths of her population dependent on the arable land for livelihood. 
Cereals, fruit, tobacco, and forest products play important parts in 
Yugoslavia’s economy—far more important than industrial or 
mineral products. The attempt to collectivize agriculture met with 
many difficulties. 

The 5-year plan and farm collectivization 


The Yugoslav 5-vear plan (1947-51), as envisaged in 1946, called 
for the collectivization of farms throughout the country. The plan 
was to have been financed by some $300,000,000 in credits from the 
Soviet Union, but very little of this aid was forthcoming. With Tito’s 
defection from the Soviet bloc, the 5-vear plan in Yugoslavia brought 
up an economic factor for Tito. 

There are five different types of agricultural organizations other 
than the pure private owner. The most extreme types are the state 
farms. They are primarily those which were taken over from the 
former royal estates. ‘This land, the state farms, is totally national- 
ized. They are used primarily as demonstration farms, distribution 
centers for improved seeds, livestock, and commercial reasons. The 
state farms are operated by a manager with a hired labor force divided 
into brigades according to special functions, that is, field, orchards, 
dairy, cattle, ete. Each brigade has its brigade leader or field boss. 
Workers on state farms are salaried laborers and do not own any 
portion of the agricultural enterprise. There are approximately 200 
such state farms with a total of about 1,500,000 acres, comprising 
aimost 6 percent of all land under farming in Yugoslavia. State 
farms account for about 6 percent of the gross production but 40 
percent of the nation’s hogs. 


nt 
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The collective farms, comprising about 23 percent of the arable 
land, can roughly be divided into four types: (1) Members donate 
their land to the collective system without recourse; (2) members 
retain title to their lands but obtain no income in the form of interest 
or rent and theoretically may withdraw after a stated period; (3) 
members retain title to their land and receive interest according to 
its calculated value, and have withdrawal rights as in class above; 
(4) members retain title to their land on which they obtain rent and 
have withdrawal rights. 

In all four types, regardless of any other compensation, all members 
are paid ace ording to productive work performed. Pay me nt is usually 
partly in cash and partly in produce. Members sign a 3-year contract 

irom which they may theoretically withdraw. However, no member 
has ever been permitted to use this option. Under the law, the 
Government can change the collective farm from a lower type to a 
higher type (more controlled) collective farm. Therefore, it is possible 
that a farmer joining a collective of one type (a type which allows 
him to retain his title) may find that over a period of years, without 
his knowledge, the Government has changed the agreement to a more 
controlled collective. 

Some of the collective farms have failed and have been disbanded. 
These farms were a financial failure due to the peasant farmers’ refusal 
to cooperate because of their innate independence and insistence upon 
private ownership. According to the latest available figures, there 
were in Yugoslavia at the end of June 1950, 6,971 collectives of all 
four types. Very few additional collective farms have been established 
since June 1950. 

Since the break with Stalin there has been some relaxation of the 
Government’s grip on agriculture. The control over collectives has 
been decentralized, authority passing to the governments of the con- 
stituent republics by the abolition of the Yugoslav State Control 
Commission. At the same time cooperatives (but not as known in 
the United States) rather than collectives have been emphasized. 
Ultimate collectivization and communization, however, have not been 
dropped as the aims of the Government, despite Tito’s growing de- 
pendence on the west. 

The Government follows the policy of nationalizing land, the break- 
ing up oi small holdings, the working oi farms by large Communist- 
organized groups of agricultural laborers. Furthermore, sur plus farm 
population is transferred to urban centers for construction work in 
towns and cities. These measures, the execution of which entails 
more force than persuasion, remain a part of Tito’s program. 

Although the great interest of the Government centers in the 
development of industrial plants for the country, agricultural prob- 
lems have hitherto demanded and still demand measures, notably 
collectivization of farms and compulsory deliveries of farm products. 
The compulsory deliveries regulations have recently been relaxed 
and new incentives have been introduced in order to encourage in- 
creased agricultural production and induce heavier marketing of farm 
products. Of the new directives, perhaps the most significant are 
abolition of food rationing and permission for peasants to sell sub- 
stantial quantities of farm. produce on the open market where prices 
depend on demand and supply. In order to protect consumers, how- 
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‘ever, the Government sells through state stores certain basic food 
items at prices somewhat lower than those on the open market. 

By mid-1948 the Government apparently had become convinced 
that collectivization was not only reducing agricultural output, but 
was also causing the loss of the Government’s support in rural areas. 
Tito, in effect, was caught between the unbending Kremlin and the 
stubborn Yugoslav peasants. The Kremlin wanted collectivization 
to proceed at a f»ster tempo, while to Tito it was clear that even his 
“cautious” colleciivistic measures were proving too costly. Funda- 
mentally, the break between Yugoslavia and the U.S. S. R. in mid- 
1948 appears to have originated in this issue. 

Although the drive to collectivize farms was somewhat reduced dur- 
ing 1950 and early 1951 to permit consolidation of ground gained up 
to that time, in recent months there seems to be evidence that the 
drive is being renewed with the purpose of ultimately achieving com- 
pletely effective socialization of agriculture. As of June 1951, about 
23 percent of the farm land and 18 percent of the farm households were 
collectivized. The ratios are higher in certain areas, such as Mace- 
donia, and in the Vojvodina, the most productive agricultural area of 
the country. 

The revolt of the peasant against the forcible collectivization of their 
land has taught Marshal Tito’s government a lesson. Premier Tito 
is now endeavoring to bring about collectivization by a new method. 
He has resorted to a system of persuasion and fiscal advantages to 
cooperatives and collectives rather than the Soviet-police method of’ 
forcing collectivization. 

Some special privileges given to collectives, for example, are reduced 
taxes, higher prices for produce, use of machinery and better seeds. 
The noncooperative independent peasant is penalized with high taxes 
for the purpose of bringing him under a collective system. However, 
even with these methods collectivism has not been successful. 

Marshal Tito claimed that one of the reasons for collectivization 
was to mechanize the farms, thereby increasing production. When 
it was pointed out to him that the production on collective farms was 
lower than on the independent farms, the Marshal admitted the fact, 
but attributed the situation to poor administration and indicated that 
this would be corrected. Marshal Tito was asked if, in spite of the 
opposition to collectivization by the independent farms, he intended 
to continue the program, and his answer was in the affirmative. 

Despite the fact that collectivization of farms has decreased produc- 
tion, Marshal Tito is determined to carry out his program. Because 
the committee believes United States aid should not be used to pro- 
mote ideologies that are contrary to the welfare of the people, and 
contrary to “the ec onomy of the country, it is advisable to review 
further assistance to Yugoslavia. 

In order to recover from the effect of the 1950 drought, Yugoslavia 
needed a good 1951 harvest. The hopes were fulfilled, even though 
the production of most grain crops was still lower than before the war. 
Production of some of the main commodities is giver below. 
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Production of selected agricultural commodities, 1985-89, 1950, 1951, and 
1947-51 


{In thousands of metric tons] 





. 1935-39 | . 1947-51 
Crep average | 19% 1951 = {average 
| i 

. wr SPT re ee meee et 
Corn... wuwameeed ih <. a dpdieaiaelina antes gnome’ 4, 469 | 2, 080 | 13,940 3, 603 
Wheat. -. 3 wah . £008 | 1, 830 | 2, 230 2, 184 
Rye ‘ ‘ ace ehadavdl 216 | 220 | 230 | (2) 
Barley -. ond | 405 | 270 360 | (2) 
Sugar beet_-__-. : 507 B50 | 11,900 | 1,313 
Tobacco... ..  dncibebale ~_ nae inttehest 15 | 16 128 | 27 
Sunflower | 16 69 | 2 100 | 132 
Hemp (fiber and seed) __- beable’ 53 | 180 | 1 285 | 153 


1 Preliminary figures. 
2 Not available. 


Industry 

Yugoslavia’s industry is nationalized and is still relatively unim- 
portant. Despite the efforts that have been made in raising industrial 
production during the war and more so since the war, most of the 
progress was made in de veloping the mining and heavy industrial 
sectors of industry. The following table ‘indicates the progress 
achieved in the production of a few selected products: 


Indexes of production of selected commodities 


[1939= 100] 


146 | 1947 | 1948 1949 | 1950 
Electric power___.....-.. Lite ptnkaaapiaaeld steak itetan idm | 104 | 132 197 200 219 
Coal Sodkoek teed rodeancnaeesaoteen 112 | 153 | 178 | 199 | 210 
Steel. _- pisses debackenicaatgocils 86 | 132 | 156 | 170 | 182 
Blister copper aia ; : bak noses wert 77 | 97 | 88 81 | 95 
Lead metal acted atede Bnd 5 otra ad 310 | 379 | 462 | 533 536 
Iron ore... cancuhtict wh iiieidhe candle abcde tiiiaiieasaledl 60 | lll 132 | 125 124 


The production of most consumer goods did not increase from the 
level reached by 1948, and in many cases even declined since that 
time, as shown below: 


Production of selected products of light industry, 1948, 1949, 1950, and first 6 months 
of 1951 








Product | 1948 j 1949 1950 1951 ! 
Cotton yarn (metric tons) ........................--...-] 194.5 | 209. 1 2144.2 | 234.0 
Cotton fabrics (tmetric tons) ..__._.-- ee | 127.8 185.2 | 150.2 | 160. 0 
Wool fabrics (metric tons) - -- - ised 43.5 | 43.1 | 45.2 | 48.4 
Leather footwear (thousand pairs) elena | 8, 187 | 9, 155 9, 221 | 10, 000 
Meat products (toms)... | (2) 9, 354 | 12, 253 | 29, 000 
Salt (tons).............. | 102, 302 | 108, 835 131, 083 | 76, 000 
Soap (tons) -.... 

| 


11, 298 11, 088 12, 871 | 13, 000 
| } 


1 Annual rate, estimated. 
2 Not available. 
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Money, prices, and wages 

It is diffreult to determine the wages of the average Yugoslav 
worker because he receives some income in the form of special bonuses, 
allowances, and privileges. These additions to wages are estimated to 
amount to about 60 percent of the payroll. At present the whole wage 
system is being reorganized. ‘There are to be two types of wages: 
basic wages determined by the type of work done by the employee, 
and variable wages determined by the profits of the enterprise. The 
following table presents the basic monthly salary and wage ranges, 
in dinars, for a few selected groups of workers and officials during 
1950, wages which have not changed appreciably in 1951 (official rate: 
300 dinars equal $1): 


Factory workers: Dinars Dinars 
Unskilled_______ . 2 300-4: 160 | Feaehere. 8 eS 3, 500—5, 400 
Skilled___ _.. 4, 000-6, 000 Engineers Swtecvapeca Se SRR 208 

Miners: | Government officials___._ 5, 000-7, 000 
Darr ys. ee 2, 000-5, 000 | University professors... 7, 200-9, 000 
Underground 2, 600-6, 000 | 


Practically all retailers following the pattern set by industry, trans- 
portation, and utilities are nationalized. There is a set price on com- 
modities. These are monopolistic prices fixed by the Government. 
There is no competition or free market. The prices are high, for 
example: 


Bread : loaf_. $4. 00] Men’s shoes pair__ $25. 00 
Edible oil pound 1. 81} Nylon stockings i=. pelt. 60. 00 
Lard pound 1. 81} Radio (cheapest table mode!) __ 660. 00 
Margarine pound 1. 63 | Sugar pound 1. 45 


There is no competition because the state owns and controls every 
store. There are few private businessmen. 

In an effort to become self-supporting, the Government has in- 
stituted recently several changes, which include the devaluation of the 
dinar from 50 to 300 to the dollar, the modification of capital-invest- 
ment goals, and the institution of programs of technical assistance. 
The devaluation of the dinar is closely related to the Government’s 
aim to return to a ‘‘free market,’’ by bringing wages and prices more 
in line with one another and arriving at conditions which would permit 
supply and demand to function. In this connection it is desired that 
devaluation will bring about some increase in exports. The modifica- 
tion of the capital-investment program has been slight but repre- 
sents an attempt to minimize the burden which the original targets 
were placing upon the economy. The program sponsored by the 
Yugoslav Government in the field of technical assistance is sub- 
stantial. Although Yugoslavia has cooperated wholeheartedly in 
United States and United Nations technical assistance programs and 
has itself sent technical trainees to a number of Western nations, it 
has been unable due to exchange difficulties fully to implement its 
own program and desires in this regard. 

In addition to the above measures, most of which have been placed 
in operation within the past 3 months, there have been lesser adminis- 
trative reforms which may produce results. The reforms thus far 
taken exemplify the keen interest on the part of the Government to 
take correctiveand basic action to become self-supporting. How- 
ever, they do not represent any basic change in the ultimate goal of 
“socialism” as the present Yugoslav Government conceives it. At 
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the moment, the recency of the measures inaugurated does not permit 
comment upon the results likely to be attained. 
Employment 

According to the latest available census taken in 1948 (figures which 
have since then not changed appreciably) 7.4 million persons or 78 
percent of the gainfully employed population were engaged in agricul- 
ture, forestry, and fishing. Between 1948 and 1951 the population had 
increased by about 500,000, but the proportion of workers employed 
in agriculture had not changed significantly. The distribution of 
workers by occupation in 1948 was as follows: 


Percent Percent 
Agriculture __ [cigs . Trade (private) _ - ; ae sales 0. 4 
Industry _ --.-- ‘ ... 12.2} Administrative e mployee Scliwins BO 


Handicrafts____ 


Sl as Case i Professional services _ _- ewe at 


Major problems to be noted are (1) rural overpopulation, (2) low level 
of technical achievement. 


Budget and taxation 


The 1952 budget is not comparable to any of the previous budgets 
due to the reduction in its scope, by the elimination of most invest- 
ments and subsidies from the budget. Whereas in previous years 
approximately 70 percent of national income passed through the 
federal budget (including the separate budget for social insurance) it 
is said to be only 40 percent in 1952. The most significant aspect of 
the 1952 budget as now composed is the large proportion of the ex- 
penditures devoted to defense needs (item 5 table below); almost 75 
percent of the total budget is jor military expenditures, which is equal 
to almost one-quarter of planned national income for 1952. The 
sources of revenue have not yet been determined, although it is known 
that a tax on wages will supply the major part of the budgetary 
receipts. There is also a separate budget for social insurance, provid- 
ing for receipts and expenditures balancing at 71.4 billion dinars ($238 
million) 

Yugoslav federal budget for 1952 
{In millions of dinars '} 
Revenues... 282, 150. 6 
Expenditures ___- : : ; ; 282, 150. 6 


1. Investments of federal agencies (railways, post office, and 


merchant marine . 22, 268. 6 
2. Federal, cultural, and educational institutions- 1, 480. 0 
3. Social welfare (pensions to disabled persons) 9, 249. 0 
1. Health service for railway personne! and p sonnel abroad _ - 702. 0 
5. National defense and defense industry- 210, 000. 0 
6. Administrative expenses for executive and judiciary branches 

of Government 4, 659. 0 
7. Contribution to People’s Republic of Montenegro. 2, 792. 0 
8. Reserve fund- 31, 000. 0 


1 At the new official exchange rate 300 dinars=$1. 

The taxation system is being completely reorganized under the 
“new economic and financial svstem.”’ As indicated in the section on 
the budget, the sources of revenue have not vet been determined, but 
it is known that the turn-over tax, which had supplied over two-fifths 
of budgetary revenues in the late postwar period, is being replaced by 
a tax on wages as the principal revenue measure. Income-tax ac- 


95257—52——_3 
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counting for about 10 percent of total revenue, has never been as 
important in Yugoslavia as it is in the United States. Another new 
revenue measure is an additional tax on wages to be imposed on enter- 
prises working under unduly favorable or monopolistic conditions. 
Agricultural taxation has been reorganized, with taxes assessed in 
advance, based on “land productivity” replacing assessment as per- 
centage of actual yields. ‘Taxation, as in the past, continues to be an 
important regulating device for political as well as economic objectives. 


Public debt 


The public debt of Yugoslavia cannot be compared with that of the 
United States as government borrowing from its citizens plays a very 
minor role ‘in the fiscal policy of Yugoslavia. Two national loans, 
one in July 1948 for 3.9 billion dinars ($78 million at the prevalent 
official exchange rate; 50 dinars=$1) and another in June 1950 for 
5.5 billion dinars ($110 million at the same official exchange rate; 
50 dinars=$1) constitute the total amount of the Yugoslav public 
debt. Both loans carry regular interest, as well as additional 
interest in the form of lottery drawings, a form of payment very 
popular in Yugoslavia and elsewhere in Bivens: The first loan is to be 
completely repaid by the end of 1952, while the second is to be repaid 
by 1960. These loans impose a very small burden on the Government, 
as interest payments constitute less than 1 percent of the Yugoslav 
Government expenditures. 

Foreign trade 

Foreign trade in Yugoslavia is considered by this country important 
as a means of obtaining essential commodities for her industrialization 
program. In spite of the extensive drive toward industrialization, 
however, the country has not as yet made sufficient progress in that 
direction to alter the basic composition of its foreign trade. It is still 
primarily an exporter of agricultural products and ores and metals 
and an importer of industrial commodities, chiefly textiles, fuels, 
machinery, metals, and metal manufactures. Thus of the 1950 total 
trade—the latest annual data available—livestock, animal, and vege- 
table products represented 32 percent of total exports; timber and 
its products accounted for 33 percent; and ores and metals about 25 
pere ent. On the import side, textile fibers and textile products repre- 
sented 25 percent of the total 1950 imports; fuels, chiefly petroleum, 
accounted for 9 percent; and metals, machinery, metal manufactures 
about 42 percent. The foreign-trade trend in 1951 was similar to 
that of 1950. 

Following Yugoslavia’s break with the U.S. S. R. in June 1948, a 
steady reorientation of Yugoslav trade toward the west has taken 
place. Thus throughout 1949 the Soviet-bloc countries reduced trade 
with Yugoslavia until finally it was broken off altogether, so that 
Yugoslavia’s trade at present is entirely with the non-Soviet-bloc 
countries. The fact that the trade of Yugoslavia is orientated toward 
the west is exceedingly important and is evidence that the break with 
the Kremlin is undoubtedly permanent. 

As shown in the tabulation below, the United States, United King- 
dom, Western Germany, Italy, and Austria were Yugoslavia’s most 
important trading partners in 1950. 
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Pattern of Yugoslavia’s foreign trade in 1950 








Trading partner 














ee cans cumin | 22 14 
United Kingdom AE MS sat obama 5s ea ata 17 19 
West Germany--._-_.-..-.-.-.-- : 9 » eeidels bili | 17 12 
I neo cacedigekaccuteaooces Oe rn iat nr OE ek ceca 11 12 
Austria __. Le baheedane ees te ad Ls des cei endetamsdgioest 8 ll 
NII nn lay we eae a 25 32 

ie hitches spss tila acti tila headline aa Saath Si 100 | 100 


Economic reforms 


The Government of Yugoslavia has recently instituted far-reaching 
reforms which are directed at achieving internal stabilization and 
ultimately the attainment of economic viability. The most signifi- 
cant of the reforms recently instituted are the measures known as the 
“new economic system.” By initiating a new system of profit 
distribution, which returns part of the profit to the worker and part 
to the enterprise for investment, the Government is attempting to 
utilize more fully the E motive to promote efficiency. 

In conjunction, the Government has decentralized both control and 
responsibility in order to permit greater participation by individual 
enterprises and regional groups. It is hoped that the decentraliza- 
tion in the administration of various undertakings will stimulate out- 

ut and achieve fuller utilization of available productive facilities. 

he new economic system provides also for the abolition of certain 
previously exercised economic controls, i. e., rationing, special prices 
to certain groups, a scrip system whic h enables purchasers of various 
items to receive substantial discounts. 

Supply and demand together with a system of supervision of general 
plans, accounting review and taxation, are to be the major means of 
controlling the economy. Some of the devices will be selective system 
of price fixing, allocation of materials, export-import regulation, and 
the establishment of quotas for operating reserves. With respect to 
agriculture the institution of the new economic system has been 
accompanied by a shift of emphasis from collective farms to coopera- 
tive undertakings which will reserve a greater area for individual 
incentive, and may overcome some of the objections of the private 
peasants who have stood opposed to the Government’s agricultural 
policies and result in an increased output of agricultural commodities. 

Yugoslavia is in transition from a rigidly planned economic system 
to a new experimental semiplanned economy. The new economic and 
financial system was adopted because of the failure of the previous 
system to meet problems arising chiefly out of the attempted rapid 
industrialization of Yugoslavia’s backward agricultural economy. 
The various features of the new system, such as the introduction of a 
partially free market, the reduced scope of economic planning, changed 
fiscal, wage, and credit policies, etc., are all aimed at increasing in- 
centives for production and avoiding some of the errors of detailed 
planning. Consumer goods industries and agriculture will be most 
directly affected by this new system. During the period of transition 
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and adjustment even the Yugoslav Government does not expect much 
of an increase in agricultural and industrial production, the volume of 
exports, or the standard of living. 

The removal of rationing and compulsory deliveries of most agri- 
cultural commodities has eased the situation considerably by increas- 
ing agricultural supplies available on the markets and by lowering 
their prices. The scarcity of consumer goods is continuing, how- 
ever, and the Government cannot improve that situation until pro- 
duction of these goods is raised. Although the reforms reflect certain 
departures from a purely planned economy, and will possibly enable 
the introduction of added individual incentive, the reforms at this 
date are not viewed as representing any change from the basic objec- 
tives of the regime. 

While the United States has not actively participated in the formu- 
lation of Yugoslavia’s economic reforms, our Government has stood 
ready to make recommendations and offer advice. The United States 
has sought confidence and has expected cooperation, and in this sphere 
many of our recommendations have met with favorable response from 
the Yugoslavs. In general it is to be reported that the Yugoslav 
Government has to some extent been cooperative in its efforts to 
comply with the requirements and suggestions of the United States 
in its internal reforms. 


THE GOVERNMENT AND POLITICAL ORGANIZATIONS 


The Government of Yugoslavia is a Communist dictatorship under 
the direction of Marshal Tito, who is the head of the Communist 
Party which is the core of the People’s Front, the only political 
organization that is tolerated in Yugoslavia. Marshal Josip Broz 
“Tito” as the head of the Communist Party and as Premier and 
head of the Government of Yugoslavia has complete control of all 
political affairs in Yugoslavia. 

The national assembly is termed the “Supreme Body” of state 
authority in Yugoslavia. It is made up of two houses: the Council 
of Nationalities, the upper house; and the Federal Council, Skupstina, 
the lower house. ‘The Federal Council with 425 members has 1 deputy 
for every 40,000 inhabitants. The Council of Nationalities, with 215 
members, has 30 deputies from each of the 6 republics, 20 from the 
autcnomous province of Vojvodina and 15 from the autonomous 
region of Kosovo-Methoija. ay 

‘The Parliament chooses from its membership the Praesidium, a 
Council of 38 officials. 'The Praesidium is the formal representative 
body of the people’s authority when the assembly is not in session. 
It is an administrative agent of the assembly. The Praesidium con- 
sists of a Chairman or President, 6 Vice Presidents, a Secretary, and 
not more than 30 additional members. While this body is constituted 
by law, itis only a perfunctory administrative body which rarely meets 
and never legislates. Each of the six republics has its own assembly 
and praesidium, patterned after the federal Government. 

The executive branch is headed by the Premier of the Federal 
Government Marshal Josip Broz “Tito”. It is composed of the 
Cabinet. Economic Gouncil, and the Central Planning Commission. 
The Cabinet is composed of Marshal Tito, 3 Vice Premiers, 4 Ministers 
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without portfolio, and 13 Ministers and heads of the Councils. The 
Economic Council is composed of the Minister, President, and 11 
other members. Ministers may serve in more than one capacity in the 
executive branch of the Government. 

While bills must be approved by both houses, the formalities of a 
parliamentary system in Yugoslavia mean nothing. Yugoslavia has a 
national assembly which goes through the motion of legislating, but 
Marshal Tito, who is head of the Communist Party, is the absolute 
dictator of any action taken by the Assembly. Marshal Tito sanc- 
tions any legislation before it can be introduced, and it must have his 
final approval before it becomes law. Thus the system is under the 
control of one man and there is no indication that true democratic 
processes will come into existence in the foreseeable future. 

While the subcommittee was in Yugoslavia, we had a long conference 
with Mr. Vladimir Simic, President of the National Assembly, Chair- 
man of the Federal Council of the Federal People’s Republic of 
Yugoslavia, who personally conducted the group on a tour through 
the Parliament building, and explained the legislative and adminis- 
trative procedure. In ‘the course of the conference with Mr. Sunic, 
when controversial questions were asked, he referred us to Marshal 
Tito for an answer. The subcommittee has found that non-Com- 
munists are able to have a high position in the Communist Yugoslav 
Government. However, it must be noted that such officials exercise 
very little authority that is not in conformance with the party line. 
Although there are some people i in the governmental organization who 
are not members of the Communist Party, they still have to be sub- 
servient to the will of the Marshal in order to maintain their position. 
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The People’s Front and the Communist Party 

The People’s Front, the political organization in Yugoslavia, claims 
a total membership of 7,700,000 people. This includes the Commu- 
nist Party core of 550,000 members. The People’s Front is made up 
of the members of the mass organizations, such as the youth organi- 
zation, women’s organization, and the trade-union membership. The 
People’s Front is under the control of the Communist Party: 164,551 
are candidates to the Communist Party. To hold any position of 
the Government, one must be a member of the People’s Front, but 
not necessarily be a member of the Communist Party. There is suffi- 
cient evidence that party candidates, particularly in higher levels, are 
hand-picked and that nonconformists are removed or ‘‘agree not to 
continue in office.” 

Administrative bodies patterned on the People’s Front organization 
in the villages and cities are responsible for the economic, cultural, 
and social affairs of the community. There are committee meetings 
on this level every month or oftener. Great stress is laid on collect- 
ing the nominal dues per member, which were, before currency devalu- 
ation, 1 dinar (2 cents) per month. 

The Communist Party is controlled by a Central Committee of 63 
people with 42 candidates to the Central Committee. The Central 
Committee is directed by nine Politburo members. There are four 
candidates to the Politburo. The candidates to the Communist Party 
and candidates to the Politburo and candidates to the Central Com- 
mittee serve a probationary period before they are taken into the 
fold. ° 

Marshal Tito tried hard to convince the committee that Yugoslavia 
has and permits political opposition. The truth of the matter is that 
shades of communism are in existence among the members of the 
People’s Front. There are three types of Communists in Yugoslavia: 
The Cominformists, who are the followers of Stalinism, some of whom 
went underground, others are in jail or have fled the country, but a 
few managed to conceal their identity and are still in the Government. 

The Doctrinaires, to which Tito belongs, who do not differ in doc- 
trine or basic policy from the Stalinists, except that they are of the 
opinion that Yugoslavia is better fitted to be representative of pure 
communism than Moscow. This group is the nationalistic Com- 
munist group. The military leaders are inclined to be loyal to Mar- 
shal Tito in preserving this pure Marxist-Leninist-Titoist doctrine. 

The Realists of the Communist Party in Yugoslavia are those who 
hold that the most important purpose of the Communist Party is 
keeping power in Communist hands. Since they feel that power can 
best be held through help from the West, the Realists are prepared to 
temporarily abandon some of the Communist doctrine, including even 
the name of communism, if by doing so they can perpetuate the present 
regime in power. 

A Peasant Party exists but is underground. It is sentimentally 
strong, but of no political consequence today. It is an opposition 
party, which is not permitted to function openly by the totalitarian 
regime. Marshal Tito promised that at the proper time opposition 
parties will be permitted. At present, however, he claims that oppo- 
sition parties cannot be allowed in the best interest of the security and 
welfare of the state. Today probably only 15 percent of the Yugoslav 
people support the internal affairs of the regime. 
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The struggle among the top Communist leaders is growing in in- 
tensity. The split between the Doctrinaires and the Realists is widen- 
ing to such an extent that a purge is possible in the near future. Mar- 
shal Tito has recently hinted at a possible party purge. Marshal Tito 
asserted that he would be glad to see 100,000 less members in the party, 
if this would strengthen the party. The result desired by the purge 
is to check the effects of western ideas in Yugoslavia. The committee 
deplores the contemplation of such a purge for the purpose of eradi- 
cating the influence of western ideas. 

The real power in Yugoslavia is the Communist Party. The re- 
lationship between the party and the government is graphically por- 
trayed in the chart above. Marshal Tito and his associates in the 
Politburo dictate policy to the Central Committee of the Party. 
Marshal Tito and his associates in the Politburo are members of the 
Cabinet in the governmental organization; therefore the party leader- 
ship completely controls the Government, which is a Communist 
dictatorship. 

Since Yugoslavia does not have a democratic political System, it is 
difficult to measure the degree of opposition to the Government. 
However, there is no significant armed Opposition presently existing 
in this or that area, either on the part of Cominformists or on the part 
of anti-Communist opponents of the regime. According to our best 


information, the Government’s authority extends throughout the 


country. Moreover, on the issue of defending Yugoslavia’s national 
independence, the Government’s position has widespread popular 
support, e 


POLITICAL SITUATION 


The complex political situation is aggravated by the religious 
problem. The region of Yugoslavia throughout the ages was never 
free of religious conflict. as can be expected in a nation having at 
least three dominant faiths, and attempting to operate under a state 
religion, 

Re ligion 


Whereas the Slovenes and Croats had become Roman Christians, 
the Serbs in 1219 cast their lot with the Orthodox Church of Con. 
stantinople. The religions of Yugoslavia are Eastern Orthodox, 
47 percent; Roman Catholic 36 percent; Mohammedan, 11 percent; 
others 6 percent. 

Some liberalization of the religious problem was claimed by Marshal 
Tito. Evidence shows that the greatest amount of privileges are 
given to the Orthodox Church. 

Under the constitution church and state are separate. The con- 
stitution also provides for complete religious freedom. Seminaries and 
theological schools receive state aid and are permitted freedom of 
action, although they are not permitted to own property. 

Religion, which Tito has called mysticism, is being methodically 
discouraged as the enemy of Marxism-Leninism-Titoism. although 
Yugoslav laws say that there shall be freedom of worship. On 
February 1, 1952, a new law came into effect in Yugoslavia, abolishing 
all religious instruction in Government schools. Since there are 
no privateschools in Yugoslavia of a character similar to private schools 
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in the United States, the prohibition of religious teaching in the public 
schools is absolute. The Tito regime claims that in this respect (the 
abolition of religious teaching in schools) they are following American 
legislation which prohibits teaching of religion in public schools. 
However, the comparison is absurd, because in American private and 
religious schools are permitted and in some areas encouraged. In 
Yugoslavia private and religious schools are not permitted and all 
private teaching is prohibited, particularly religious instruction. 

There is evidence that the Government is using the new law to 
imprison some priests accused, rightly or wrongly, of teaching cate- 
chism in homes or gathering children together in what appears to be a 
school. They are sentenced from 30 to60 days. There are about 200 
priests in prison at the present time; some of them are incarcerated as a 
result of the law of February 1 prohibiting teaching of catechism. 
Many of the priests are in jail and serving long sentences imposed 
upon them during the early days of the regime and others for various 
infractions of Yugoslav laws. The Government claims that most of 
the religious in prison are ‘‘old cases” and that the prison terms of 
these are amnested or their terms are expiring. The religious persecu- 
tion picture is worse in Slovenia, where the Minister of the Interior is a 
fanatical antireligious person. 

The United States has continually, both privately and publicly, con- 
demned these actions of the Yugoslav Government which tend to 
restrict freedom of religion. Insofar as the United States has ap- 
parently a growing influence upon the actions of the Yugoslav regime, 
we hope that the influence of our Nation will at the appropriate time be 
utilized in the direction of further encouraging the recognition by the 
Yugoslav Government of the fundamental principles of human free- 
dom, including, of course, freedom of religion. 

In reference to the Roman Catholic Church, the most recent occur- 
rence which the United States Government feels indicates progress in 
the right direction, was the release of Archbishop Stepinac. The 
archbishop had been condemned on grounds of treason in 1946. The 
trial was denounced by the United States people as unjust. The 
release of Archbishop Stepinee from imprisonment was announced 
November 27, 1951, a few hours after the committee’s conference 
with Marshal Tito. The archbishop’s release from Lepoglava prison 
to restricted and enforced residence in his own parish is termed by the 
Catholic Church as unsatisfactory, because he is still restricted in the 
exercise of his religious duties and is not recognized by the Communist 
government in his ecclesiastical capacity of archbishop. The so-called 
‘‘progress in the right direction” is negated by evidences of persecution. 
An example is the recent brutal assault on Bishop Vovk, about 2 miles 
from Novo Mesto. The police of this city, which is in the province 
of Slovenia, made no attempt to protect the victim of the outrage. 
In the opinion of the subcommittee, the Tito government should 
take steps to prevent the recurrence of any such outrage. 

The situation in Yugoslavia as regards the Orthodox Church is at 
once more complic ated and less difficult. The Government seems 
to have reached a form of modus vivendi with the Orthodox Church 
which, while not guaranteeing freedom of religion in a sense accept- 
able to the west, has permitted the present Orthodox authorities 
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more actual freedom than has in fact been permitted the Roman 
Catholic Church. The regime has taken certain steps toward the 
rectification of several of the more flagrant abuses of religious freedom 
as regards the Orthodox faith. It has, for example, mitigated the 
the circumstances of the imprisonment of Bishop Varnav Mastich, 
who is now permitted relative freedom in his own diocese. 

In our opinion no nation can progress without political, economic, 
and religious freedom. 

Newspapers 

The newspapers in Yugoslavia are divided into two factions: the 
People’s Front and the Communist papers. Recently these Govern- 
ment-controlled news agencies displayed bitter controversy on cer- 
tain issues, confirming the growing differences and breech between 
the Realists and Doctrinaires. 

According to data available, in late 1950 there were in Yugoslavia 
360 newspapers, as follows: Daily, 18; 2 or 3 times a week, 13; 
weekly,, 126; bimonthly, 88; irregular, 50. The mass circulation 
(monthly) is 50,245,000. The monthly circulation of the 18 daily 
newspapers is 36,500,000. In prewar Yugoslavia, according to the 
official census of 1931, almost one-half of the people were illiterate. 
At the end of 1950, as a result of an intense program of education the 
rate of illiteracy has been greatly reduced. 

The United States Information Service (USIS) displays democratic 
propaganda. The people patronize the USIS as is evidenced by the 
much-used books, magazines, and periodicals. The intensive interest 
by the people, particularly by the educators and university students, 
perturbs and disturbs some of the political leaders, particularly the 
doctrinaire faction of the Communist organization. 

Headquarters of the United States Information Service in Yugo- 
slavia is in downtown Belgrade, at Cika Ljubina 19, where the United 
States Information Exchange (USIE) also maintains a library, reading 
room, exhibit room, and exhibit windows. A combined reading room 
and exhibit room is maintained at Novi Sad, capital of the Vojvodine, 
80 kilometers north of Belgrade. A reading room is located at the 
American Consulate in Zagreb, capital of Croatia. 

Libraries and reading rooms.—The Belgrade library has approxi- 
mately 8,000 American books, plus numerous German and French 
translations of American works. The library subscribes to some 

150 different American magazines and newspapers for its reading room, 
together with German-language publications obtained from the 
United States Information Services in Austria and Germany. Ap- 
proximately 11,000 people visit the Belgrade library monthly. In 
addition, a brisk loan service to all parts of Yugoslavia is carried out 
via mail. The Novi Sad reading room has a small collection of 
American books and magazines, but extra services are supplied readers 
in the area through the Belgrade facilities. The Zagreb collection is 
smal!, but plans are underway to locate the reading room in larger and 
better quarters. 

Films —USIE has a collection of approximately 200 technical and 
documentary films supplied from the Washington offices of the Infor- 
mation Service and the Mutual Security Act (MSA) Information 
Division. Sound tracks are in English, Serbo-Croat, German, French, 
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Italian, Hungarian, and Rumanian, the latter languages being used 
by many segments of the population in border areas. Films are loaned 
to agricultural, educational, technical, social, and labor groups. USIE 
provides projectors and projectionists for showings in and around its 
various establishments. The prospective acquisition of a mobile 
film unit will greatly increase the range of the film program’s activities, 
as well as the variety of audiences. At présent, over 130,000 people 
per quarter see USIE and MSA films. 

txhibits—Belgrade and Novi Sad have exhibit rooms and exhibit 
windows where displays of American themes are shown. News 
bulletins and other reading material are also available. In an average 
month, the Belgrade exhibit room has 50,000 visitors and Novi Sad 
35,000. This does not include the many hundreds of passersby who 
look at the exhibit windows. 

Press and publications—USIE distributes news, features and pic- 
torial material to Yugoslav periodicals, press associations, press clubs, 
radio stations, and “other organizations. English and Serb-Croat 
versions of the Daily Wireless Bulletin of the ‘Department of State 
are distributed to the press and to Yugoslav Government officials. 
Materials in Serbo-Croat includes the technical and cultural bulle- 
tins, a military (MDAP, NATO, etc.), review, and an economic 
bulletin (which includes MSA material)-—all issued fortnightly. In 
addition, weekly packets of press photos and plastic plates are dis- 
tributed to the press, as are commentaries, important texts, and a 
variety of feature material. Copies of American newspapers and 
periodicals are sent to a selected list of editors and radio men. These 
people also receive a variety of pamphlet, facsimile, and reference 
material from USIE. 

Dual citizenship, passports, and visas 


Evidences of liberalization began April 1, 1950. A satisfactory 
agreement was made with Y ugoslavia on the duel-c itizenship problem 
and the issuing of passports. and visas. Since that date any American 
regardless of origin who arrives in Yugoslavia with an American pass- 
port is allowed to leave the country without any difficulty at the 
end of his visit. There have been no violations of this agreement 
since that date. This change of attitude on the part of Yugoslavia 
has caused an increase of American visitors from 400 in 1950 to 2,500 
in 1951, and it is estimated that 4,000 students, journalists, news- 
papermen, and tourists will visit Yugoslavia in 1952. 

Political reforms 


There have been changes of emphasis from the old police-state 
methods to an attempt to more legal methods, particularly in collec- 
tivization. ‘There have been some legal improvements. The em- 
phasis toward more legal approach is making progress. Accused per- 
sons are given the right to counsel. There are some attempts being 
made to outlaw coerced confessions. Marshal Tito has made some 
effort, and effected some changes, in the last year, primarily with 
the intent of pleasing the West. The reform of the criminal code, 
the curbing of the powers of the police, the political and economic 
decentralization are favorable indications toward remedying the 
situation. 
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Up until 6 months ago, Tito’s regime had been very highly cen- 
tralized and an attempt was made to run everything from Belgrade in 
accordance with a master plan. Recently, however, Marshal Tito has 
been decentralizing and liberalizing his regime. He dwelled at length 
and with some pride on this matter during our conference, pointing out 
that the peasants have been given some greater liberties during the 
past year. The mention 4f reports of peasant resistance to his regime 
he brushed aside as inconsequential. The fact is, however, that there 
is plenty of evidence of dissatisfaction among the people who appeared 
the most poorly attired of those we saw in the countries visited, 
with the exception of Spain. Yugoslavia, as a whole, was drab and 
depressive. 

The independent peasants, who constitute 75 percent of the people, 
are 100 percent anti-Communist and against the collectivization pro- 
gram. Although the peasantry, when questioned, opposed the internal 
policy of the Yugoslav Government, they supported Marshal Tito in 
his fight against the Cominform. When asked whether they would 

refer Stalin or Tito, there was no question that they are for Tito. 
NVhen the question was asked as to the government they desire, they 
replied that they desired a government as close to the United States as 
possible. ‘Tito travels about the country, making speeches to both 
the industrial workers and the peasants. In this way the dictator 
endeavors to keep as close to the people as he can. This contact with 
the Yugoslavs is one of the factors which gives Marshal Tito his 
support. However, the greatest factor is his complete stand for 
Yugoslav nationalism. 
TRIESTE 


The committee discussed the controversial problem of the settle- 
ment of Trieste while in Yugoslavia with Marshal Tito and his foreign 
ministers and while in Italy with Deputy Assistant of Foreign Affairs 
Laviani and other Italian officials. The subject is reported and dis- 
cussed in detail in the report of the subcommittee on Italy. Marshal 
Tito and other Yugoslav officials expressed their willingness to nego- 
tiate an amicable solution of this dispute. 


POTENTIAL MILITARY CONTRIBUTION 


From a military point of view, Yugoslavia is strategically located, 
separating as it does the Soviet Union and the Soviet controlled 
satellites of Rumania, Bulgaria, and Hungary from access to the 
Adriatic Sea and the Mediterranean. This country, lying as it does 
across the pathway to the West, is of far-reaching value to the defense 
of Western Europe, provided that her trade and interest remain 
with the west. This nation, hostile to Stalin, is on his southern flank. 
It must be remembered that Hitler did not dare to attack Russia 
until he had liquidated Yugoslavia. Some military historians reason 
that Yugoslavia’s action which caused Hitler to order an attack on 
the country had a fatal effect on the German timetable. In subjugat- 
ing Yugoslavia, Hitler of necessity was forced to postpone his attack 
on Russia from May 15 to June 22. This delay in all probability 
prevented Hitler from reaching Moscow before the winter set in. 

With the situation in reverse, probably Stalin would not attack 
Western Europe with a hostile Yugoslavia on his flank. Therefore, 
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as long as the Yugoslav fighting force is intact, and hostile to the 
Soviet Union, it will have a deterrent effect on possible attack by the 
Soviet Union or the satellite countries in Europe, including Yugoslavia. 

There are 32 divisions of hardened and battle-tried soldiers, esti- 
mated at approximately upward of one-half million men. The train- 
ing personnel appears to be sound and complete. Approximately 
180,000 reserves are recalled yearly for 2- or 3-month training periods 
with existing units. The Yugoslav militarists stated that the Yugo- 
slav Army has enough trained reserves available at present for an army 
of over 1,000,000 men. These reserves could be used to fill existing 
units and to organize new units when organizational equipment is 
available, Yugoslavia is basically made up of conscripts from peasant 
families. There has been some concern about the attitude of the 
Yugoslav soldier, since it is made up of conscripts from peasant 
families, and peasants are 100 percent anti-Tito and anti-Communists. 
The fact remains that because of their nationalism, the Yugoslav 
Army would resist Soviet or Soviet satellite spemensen against Yugo- 
slavia. The army is apparently loyal to the Government and its 
morale is good. 

Yugoslavia has a very small navy and has some small construction 
facilities where she is building some small craft. In the naval services 
the Yugoslavs are in need of electronic and armored equipment for 
their facilities. 

The air force is modest. Yugoslavia, because of the devotion and 
attention of Marshal Tito to the military, has good arsenals and 
machine tools. The Yugoslavs have, apparertly, sufficient quantities 
of small arms, but are in need of antitanks, antiaircraft, and tanks 
and aircraft. The Yugoslavs intend to defend their borders and 
hope with additional equipment to be able to repel the enemy and not 
to resort to guerrilla warfare. 


ATTITUDE OF YUGOSLAVIA TOWARD PARTICIPATION IN DEFENSE 


The history of our help to Yugoslavia shows there has been co- 
operation by the Tito government in meeting the terms agreed upon 
in the exchange of notes between the Yugoslav Government and our 
Ambassador on April 17, 1951, copy of which follows: 


Aprit 17, 1951. 
Mr. GEORGE ALLEN, 


United States Ambassador, 
Belgrade. 

Dear Mr. AmBassavor: I have the honour to acknowledge receipt of your 
note dated April 17, 1951, which reads as follows: 

““DeAaR Mr. Minister: I have the honor to refer to the request submitted to 
the Secretary of State of the United States of America by the Ambassador of 
the Federal People’s Republic of Yugoslavia for further assistance to meet the 
emergency in Yugoslavia resulting from the recent drought. 

*articular reference is made to that part of your country’s shortage of raw 
materials ana other supplies which affects the continued ability of the Government 
of the Federal People’s Republic of Yugoslavia to support the material require- 
ments of its military forces. It is understood that the shortage of such raw 
materials and supplies results from the recent drought that depleted Yugoslavia 
of those agricultural commodities by export of which Yugoslavia normally 
acquires these raw materials and supplies. and that such shortage is now, in 
consequence, so drastic as seriously to impair the ability of the Government of 
the Federal People’s Republic of Yugoslavia to defend itself against aggression. 


‘ 
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“Our two Governments are both desirous of fostering international peace and 
security within the framework of the Charter of the United Nations through 
measures which will further the ability of nations dedicated to the purposes and 
principles of the Charter to participate effectively in arrangements for individual 
and collective self-defense in support of those purposes and principles. 

“Accordingly, I am pleased to inform you that the Government of the United 
States of America is prepared, pursuant to the provisions of Public Law 329, 
Eighty-first Congress, as amended, to extend immediate assistance in the form of 
raw materials and other supplies in amounts and kinds equivalent to certain 
consumption needs for supporting the armed forces of the Federal People’s 
Republic of Yugoslavia on the following mutually agreed basis: 

“1. The Government of the Federal People’s Republic of Yugoslavia will use 
the assistance exclusively for the purpose for which it is furnished, namely, 
in furtherance of the purposes of the Charter of the United Nations and to 
strengthen the defenses of the Federal People’s Republic of Yugoslavia against 
ageression ; 

“2. The Government of the Federal People’s Republic of Yugoslavia agrees not 
to transfer to any other nation the assistance furnished pursuant to this agree- 
ment without the prior consent of the Government of the United States of America: 

“3. The Government of the Federal People’s Republic of Yugoslavia will 
provide the United Stetes of America with reciprocal assistance by continuing to 
facilitate the production and transfer to the United States of America in such 
quantities and upon such terms and conditions as may be agreed on, of raw and 
semiprocessed materials required by the United States of America as a result of 
deficiencies or potential deficiencies in its own resources, and which may be available 
in Yugoslavia. Arrangements for such transfers shall give due regard to require- 
ments of Yugoslavia for domestic use and commercial export. 

“4. The Government of the Federal People’s Republic of Yugoslavia will permit 
and facilitate in every way the freedom of representatives of the Government of 
the United States of America, duly designated for this purpose by the United States 
Ambassador to Yugoslavia, without restriction, to observe, supervise and report 
on the receipt and distribution in Yugoslavia of commodities and other assistance 
made available pursuant to this agreement, and to cooperate fully with them by 
permitting them to have full access to communication and information facilities. 
The Government of the Federal People’s Republic of Yugoslavia will afford to 
such representatives of the Government of the United States of America oppor- 
tunity to make their observations known to, and to discuss the necessary supply 
and transportation arrangements with, the appropriate officials of the Federal 
People’s Republic of Yugoslavia. The Government of the Federal People’s Re- 
public of Yugoslavia is prepared to provide periodical reports concerning the use 
made of this assistance; 

“5. The Government of the United States of America and the Government of 
the Federal People’s Republic of Yugoslavia_recognize that it is in their mutual 
interest that consistent with the requirements of security, full publicity be given 
to the objective and progress of the assistance being rendered pursuant to this 
agreement and that all pertinent information be made available to the people of 
Yugoslavia; 

“6. The Government of the Federal People’s Republic of Yugoslavia will take 
appropriate measures to enable it to become independent of extraordinary oute 
side assistance; 

“7, A. The Government of the Federal People’s Republic of Yugoslavia will 
establish a special account in the Central Bank of Yugoslavia in the name of the 
Government of the Federal People’s Republic of Yugoslavia (hereinafter called 
the special account) and will make deposits in dinars to this account in amounts 
commensurate with the indicated dollar cost to the Government of the United 
States of America of commodities and services (including any cost of processing, 
storing, transporting, repairing or other services incident thereto) made available 
to the Federal People’s Republic of Yugoslavia pursuant to this agreement. The 
Government of the United States of America shall from time to time notify the 
Government of the Federal People’s Republic of Yugoslavia of the indicated 
dollar cost of any commodities and services, and the Government of the Federal 
People’s Republic of Yugoslavia will thereupon deposit in a special account a 
commensurate amount of dinars computed at a rate of exchange which shall be 
the par value agreed at such time with the International Monetary Fund. The 
Government of the Federal People’s Republic of Yugoslavia may at any time make 
advance deposits in the special account which shall be credited against subsequent 
notifications pursuant to this paragraph; 
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“B. The Government of the United States cf America will from time to time 
notify the Government of the Federal People’s Republic of Yugo slavia of its 
requirements for administrative and operating expenditures in dinars within 
Yugoslavia incident to the assistance herein, and the Government of the Federal 
People’s Republic cf Yugoslavia will thereupon make such sums available out of 
any balances in the special account in the manner requested by the Government 
of the United States of America in the notification. 

“C. Five percent of each deposit made pursuant to this paragraph in 
respect of the assistance herein shall be allocated to the use of the Government 
of the United States of America for its expenditures in Yugoslavia and sums 
made available pursuant to part B of this paragraph shall first be charged to 
the amounts allocated under this five percent; 

The Government of the Federal People’s Republic of Yugoslavia may 
draw upon any remaining balance in the special account for such purposes 
as may be agreed from time to time with the Government of the United States 
of America consistent with the objectives of this agreement; 

“8. The government of the United States of America reserves the right at any 
time to terminate its assistance to Yugoslavia made available pursuant to this 
agreement, including termination of deliveries of all supplies but not yet 
delivered. 

“Your Excellency will note that with the exception of paragraph 7 above the 
foregoing constitutes a reiteration, with appropriate changes having been made, 
of the assurances contained in the*exchanges of notes on November 17, 20, and 21, 
1950, regarding supplies furnished to Yugoslavia under the Mutual Defense 
Assistance Act and of the Agreement signed on January 6, 1951, regarding the 
provision of foodstuffs by the United States Government in accordance with the 
provisions of the Yugoslav Emergency Relief Assistance Act of 1950. 

“Tf the Yugoslav Government, after considering the foregoing proposals, is in 
accord with them, I have the honor to propose that this note, together with the 
reply of the Government of the Federal People’s Republic of Yugoslavia so 
indicating, constitute an agreement, effective on the date of your reply. 

“IT take this occasion, Mr. Minister, to renew the assurances of my highest 
consideration.”’ 

I have the honour to inform you that the Government of the Federal People’s 
Republic of Yugoslavia is in full agreement with the above text. 

I take this occasion, Mr. Ambassador, to renew the assurances of my highest 
considerations. “ 

/s/ Joza VILFAN. 

In the early stages of our assistance to Yugoslavia, the peasants 
were at a loss to understand our aid. They questioned whether aid 
given to Yugoslavia was intended as support of the Yugoslav regime. 
Nothing could be further from the truth and the objectives of the 
United States. The United States is not giving aid to Yugoslavia to 
keep the Tito regime in power, or for the purpose of assisting com- 
munism. The aid which the United States is extending to this 
country is solely in terms of free world security. We were told that 
our inspection teams went into the various villages to observe the 
distribution of our aid. The Yugoslav Government appeared to be 
more friendly to the United States than in the past. On the whole, 
the people of Yugoslavia display a most friendly attitude toward the 
United States. They are making available large quantities of stra- 
tegic materials, such as lead, copper, and zine as a quid pro quo for 
the drain which assistance places upon our reserves; supplying con- 
siderable amounts of information necessary for planning purposes ; 
publicizing the fact that the United States is extending assistance; 


permitting observers to check on the proper utilization of assistance; 
and fulfilling other requirements. 

Our missions, both military and economic, have been permitted 
to move about the country freely. Supervision of American help has 
not been hampered. At our suggestion there has been some liberaliza- 
tion of the present Government. Now the question comes, What 
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action can be expected of Yugoslavia if a Soviet attack is made on 
the West?. This situation was discussed fully by the subcommittee 
with Marshal Tito. Marshal Tito can be depended upon to defend 
Yugoslavia against attack by satellite countries or the Soviet Union 
upon that nation. He indicated that Yugoslavia would not be able 
to remain neutral if there were aggression by the Soviet Union any- 
where in Europe, and he admitted that such aggression by the Soviet 
would disturb the peace of the world. 

Premier Tito is interested and would be concerned by any aggression 
in Europe. This should not be interpreted that there is a direct 
promise to intervene immediately, on his part, since he stated other 
countries have not given such promises. This subject was pursued 
further as to whether the free world could count on his assistance in 
the event of an attack on the West, and he stated categorically, 
“beyond any doubt there is no other way.”” Thus everfts are forcing 
Yugoslavia to move within the western orbit and are making it 
impossible for Marshal Tito to return to the Soviet. 

Marshal Tito said to the committee that Socialist Yugoslavia could 
live with the capitalist West. Although this sounds like Stalin he 
said he actually believes this can happen because Yugoslavia is a 
Nationalist Socialist state. Further, he said that he was told by the 
Soviet Union that when he broke with the Soviet Union he would be 
swallowed by the West. He stated to the committee that he con- 
cluded that if he had to be swallowed, he would rather be swallowed 
by the capitalist West than one who called him ‘‘brother’’. He also 
pointed out with humor that he had not been swallowed by the West. 


ASSISTANCE TO YUGOSLAVIA 


Although the United States provided the major part of the large 
UNRRA program to Yugoslavia in 1945 and 1946, direct United States 
grant assistance to Yugoslavia is of recent origin. Following Tito’s 
break with the Cominform in 1948, the United States found it advan- 
tageous for political and military reasons to assist Yugoslavia’s efforts 
to resist Soviet pressures. In 1949 and 1950 the Export-Import Bank 
extended three loans, totaling $55 million, to Yugoslavia. The United 
States, however, made no direct-grant assistance available to Yugo- 
slavia until the latter halfof 1950. The drought of that year, combined 
with the disruption occasioned by the orientation of Yugoslavia’s 
trade toward the West, mounting Yugoslav indebtedness, and the 
hostile pressures being exerted upon Yugoslavia by the Soviet bloc, 
led to situations which were deemed of serious importance to the 
United States and required aid. 

With a view to prevent the suffering of the Yugoslav people, the 
Congress approved the Yugoslav Emergency Relief Assistance Act of 
1950, which, together with other funds made available to meet Yugo- 
slavia’s food needs, resulted in the extension of approximately $70.5 
million (of which $5.7 million was a portion of a $15 million Export- 
Import Bank loan). This was followed by an allocation in ear:y 1951 
of $29 million from MDAP funds when it became evident that Yugo- 
slavia’s defense effort was impaired by an inability to secure raw ma- 
terials on the world market, normally obtained in exchange for Yugo- 
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slav exports of foodstuffs. The President informed the Congress that 
these conditions constituted a threat to the security interests of the 
United States, and funds to meet the raw materials needs of the 
Armed Forces were provided. 

Yugoslavia found itself heavily in debt to the countries of the West 
with little prospect of ameliorating its deficit position or continuing to 
meet its obligations without placing added strain upon the economy. 
In order to meet the crisis from this source, the United States, the 
United Kingdom, and France conferred in London in the spring of 
1951 to formulate a tripartite program of assistance. It was agreed 
that the three Governments would undertake to cover Yugoslavia’s 
trading deficit by extending grant aid in the ratio of 65 percent by the 
United States, 23 percent by the United Kingdom, and 12 percent by 
France. As of December 1951, $50 million in grant assistance had 
been advanced (United States, $32.5 million; United Kingdom, $11.5 
million; France, $6 million). Concurrently the three Governments 
encouraged Yugoslavia to approach its creditors for postponement of 
debt payments with a view of minimizing the amount of aid necessary 
to cover Yugoslavia’s trading deficit and of maximizing the effective- 
ness of the aid extended. The nations of Western Europe, recognizing 
how much an economically and militarily strong Yugoslavia can con- 
tribute to the bulwark of the free nations against the Soviet Union 
have been receptive to this undertaking. 

Aid is now being extended under the terms of the bilateral agree- 
ment with Yugoslavia of January 8, 1952, concluded in accordance 
with the Mutual Security Act of 1951. The present outlook is that 
Yugoslavia will receive $75 million in tripartite aid in the second 
half of the fiscal year 1952, of which the United States’ share will 
be about $48 million. The tripartite program is committed to the 
purpose of strengthening Yugoslavia to the point where it is clear 
that Yugoslavia is a strong link in the chain of resistance to Soviet 
and satellite aggression. 

It is noteworthy for Great Britain and France to participate in 
this common agreement, but it should be borne in mind that the 
United States contribution to Yugoslavia is greater than is shown by 
the actual grants and loans made by this country. France and 
Great Britain have made grants and loans but they would not have 
been in a position to do this had it not been for United States assisiane: 
to them. Therefore, we have not only assisted Yugoslavia directly, 
by extending aid, but indirectly through France and Britain. 
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Estimated status of economic assistance to Yugoslavia 


I. UNITED STATES ASSISTANCE 
Grant assistance: 


Lend-lease: For military supplies and services (1944—45)___._.. $32, 126, 000 
Emergency civilian relief: Consumer goods and general equip- 
ment from military surpluses (1945—-46)__........-.------ 6, 500, 000 


Yugoslav Emergency Relief Assistance Act of 1950: Foodstuffs. 50, 000, 000 


UNRRA (1946-47) (United States share 73.2 percent) ___------ 304, 219, 200 
UNDEMs) Sicls sueokk . ae i. SS a 10, 345, 608 
MDAP food assistance, military requirements, 1950_-_------- 15, 193, 000 
MDAP raw-materials assistance: Military requirements 
RNIN aw ensh cx vss A tees os oho ini pth nieces Ack cea hance tae ts Siemans 29, 000, 000 
Mutual Security Program (June 1, 1951—June 30, 1952)?___..-. 78, 000, 000 
Total wrant, ensieberetics is becld sib hd eS ictoncn epee 525, 383, 808 


Loan assistance: 
Export-Import Bank: For raw materials, industrial machinery, 
and (August 1950) food, as follows: 


Ce SO iii: chide i gs nllb ah Hy gpl esr hina Wade Aone cteing 20, 000, 000 
Fe i a Re 20, 000, 000 
PON SE gsm did es eke ee oe shige = accgaa alien ctatunates 15, 000, 000 

Totah toan asninthiees. ii oi be Se ee ald 55, 000, 000 











Total United States assistance (excluding contributions 
to international organizations) _...........-.-.---- 580, 383, 808 


II, ASSISTANCE FROM OTHER COUNTRIES, 1944 TO PRESENT 


Grant assistance: 


Franee. Pwr Gel) 2 2 re ee ee $1, 000, 000 








France: Raw materials (June 1, 1951—June 30, 1952) 3 ot. aie 14, 400, 000 
United Kingdom: Raw materials (June 1, 1951-June 30, 1952) %_ 27, 600, 000 
Betum:: er (2801) one nko es we eth oe wae 150, 000 

Total erent peswtanos: oi oo Fe ae 43, 150, 000 


Loan assistance: 
United Kingdom: 


MINER CRONE. CPO ek ee bon bak dit ft abeeke anel 22, 500, 000 
£5 million revolving credit (1949)___________________-- 14, 000, 000 
£8: :nillion: food credit (1O00) oo eee ree ee 8, 400, 000 
£2 million advance against shipment of timber (1950) __-- 5, 600, 000 
£2 million raw-materials credit (1950)_.............___- 5, 600, 000 
£4 million raw-materials credit (1951)_.........-.------ 11, 200, 000 
Pyanine finer) 2 hoe LA Ss 20s sere pert oa 16, 000, 000 
Belgium: 
Babk: eee £9060). 55s nt See) pi dk bic sec. 243 _. 11, 400, 000 
Revolving bank credit (19000) —. 0 ssn oo oo cc bekccan 5, 988, 000 
West Germany: 
Capital equipment credit (1950—-1951)___.._......_--..-- 35, 000, 000 
Capital equipment credit (1950—-1951)_.__........___--- 15, 000, 000 
Ate Corecaks 2s Bo a ok er 10, 000, 000 
Norman: heed qrecit (1060). 2 coc sa bet cee 280, 000 


Netherlands: 
Min: Geet, (teoemner 1047). oc tabu eke we 2, 600, 000 
Sees, GER CRE) cs a os Shek can en ee eek eee 1, 578, 000 
Switzerland: Investment- -_. ph aa. sytt ele She ae eae Pane Sy 6, 914, 000 





mnt tighiit ahlnighge-wipaleundataripapesiceieatinatal 172, 060, 000 


! This is approximate figure arrived at by taking 72 percent as the average percent contribution made by 
the United States. 

2 United States share of tripartite aid program. 

§ British and French shares of tripartite aid program. 


Total loan assistance 
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Estimated status of economic assistance to Yugoslavia—Continued 


Ill, ASSISTANCE FROM INTERNATIONAL ORGANIZATIONS 


UNRRA (including United States share, $304,219,200, Lengo 
(final December 1950 report)___----------- Pitidiwtwel tomes Gene Se DGG 


UNICEF ‘ (December 1951) Son s-0 Sii tdi jag Ae eect a2 % 14, 369, 000 
Inte aatbiial Monetary Fund drawing, secured by $8,000 000 
Yaeeeay wold: (iGae) os ee 9, 000, 000 


International Bank for Reconstruction and Development, timber 
loan (1949) _ old Mieka it locas sei be ra 2, 700, 000 
De »velopme nt loan (October 1951) nda 5 % 000, 000 
Bank for International Settiement_-___----------- ene tee a 3, 500, 000 





Total assistance from International Organizations.___._.... 473, 169, 000 
In addition, WHO and FAO have operated or are operating 
limited programs in Yugoslavia. 


IV. ASSISTANCE FROM VOLUNTARY RELIEF AGENCIES (FOOD, CONSUMER GOODS, ETC.) 


CARE. Gi aid agile ene dal asateteay ates ete ; _.. $26, 695, 000 
Lutheran “World. Relief _ a aes sh i ake 245, 753 
Church World Services_- Sls ite aces hid 127, 211 
American Red Cross- ---- SE Pele ; 719, 000 


Total assistance from voluntary relief agencies - - - - -- - - - - - 27, 786, 964 


V. GRAND TOTAL 





(irene Gols. ek en ce tek deaeeess ds tuiducens $981, 984, 964 
Of which grant assistance____----~---- De oe et ok eee Se aera 711, 724, 964 
Of which loan assistance____.__....._.---- hia ch ewan 270, 260, 000 


Total (loans and grant) assistance after 1948 (United States 
SUNG citi ccdids ant hone ticelaehte oak oi cena’ 4 227, 193, 000 
4 Yugoslavia has also contributed heavily to this organization, ranking twelfth of 60 nations contributing, 


Future contemplated assistance to Yugoslavia under the MDAP 
is currently under discussion by the representatives of the United 
States, United Kingdom, and France meeting at present in Wash- 
ington, D.C. The tripartite countries’ aid program is being reviewed 
and has yet to be agreed upon. United States assistance under the 
Mutual Security Act for fiscal year 1953 is estimated at approxi- 
mately $400,000,000. 


NATURE OF UNITED STATES-YUGOSLAV RELATIONS 


We recently (November 14, 1951) signed an agreement with the 
Yugoslav Government regarding military assistance to Yugoslavia 
under the terms of the Mutual Security Act of 1951. The objectives 
of the United States in Yugoslavia are to assist in bringing Yugoslav 
defense forces up to adequate standards of military effectiveness, to 
foster continued development of a firm and friendly association with 
the western democratic countries, and to encourage more effective 
economic policies. The Mutual Security Program promotes these 
objectives through a military advisory mission ‘and the provisions of 
military equipment and defense support. The signature of this 
agreement completed the requirements of the act, which included a 
Presidential determination that Yugoslavia is a country whose in- 
creased ability to defend itself is vital to the security of the United 
States and of the North Atlantic area, and appropriate notification 
to Congressional committees of that finding. Assistance is now going 
forward under the act. 
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In connection with this military assistance a United States military 
advisory group has been set up in Yugoslavia and is now functioning 
there. Though this is a Defense Department and not a State De- 
partment mission, it functions within the Embassy and in carrying 
out the military assistance program has responsibilities directly con- 
nected with foreign policy objectives and our relations with Yugo- 
slavia. Our assistance program to Yugoslavia has been formulated in 
close cooperation with the British and French, both of which nations 
are themselves providing some military assistance to Yugoslavia. 

The United States has determined that the defense of Yugoslavia is 
of direct importance to the free world. In consideration of that 
importance, the free world is prepared to assist Yugoslavia with the 
material means for defending itself against Soviet-Communist 
aggression. Inherent in our assistance programs is the obligation 
to observe and analyze both military and political developments in 
Yugoslavia. In this respect there is intimate cooperation and collab- 
oration between the representatives of the Department of Defense 
and those of the Department of State. Equipment is now beginning 
to arrive in Yugoslavia, and our information thus far is that the 
Yugoslavs will be able to make effective use of it if and when necessary. 
It is very important that this military force which now guards positions 
of strategic significance to us be kept strong. 

The United States is opposed to any type of dictatorship or tyranny. 
It must be emphasized that we in no way approve, sanction, or 
compromise with the philosophy of communism, whether it be inter- 
national or national. 

Although the United States has found the continued independent 
existence of bat ie to be important to the defence of the North 
Atlantic ar there is no treaty or other obligation between our 
country oak ¥ ugoslavia which would commit the United States to 
military action should Yugoslavia be attacked. 

Marshal Tito, although “knowing well our dislike of his regime, 
understands the objectives of our aid to Yugoslavia. He is vigorously 
anti-Stalin and, should his regime fall, there is grave danger that the 
supporters of Stalin might seize the country. There is evidence that 
the general atmosphere of hatred for the Soviet Union and Soviet 
domination is found in all of Yugoslavia. 


REASONS FOR ASSISTANCE 


The United States, as the foregoing report shows, has given con- 
siderable assistance to Yugoslavia, although the money spent in this 
country is not comparable to the funds given to major powers. Be- 
cause of Tito’s break with Stalin, we feel that in the event of hostilities 
with the Soviet Union, the Yugoslav armies would undoubtedly be on 
our side, and therefore, assistance to this country is a necessary calcu- 
lated risk. In the opinion of the committee, the United States should 
continue to aid Yugoslavia, but with a clear and definite understand- 
ing of our relations with this nation. 

We consider that it is of great importance to the security interests of 
both the United States and the North Atlantic Treaty Organization 
that Yugoslavia remain free of Soviet domination. Such Soviet 
domination of Yugoslavia would provide the U.S. S. R. with a direct 
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outlet to the Adriatic Sea and easy access to the Mediterranean. 
This would jeopardize the security of all Mediterranean lines of com- 
munication and operations in the Mediterranean itself, as well as 
permit intensified Soviet pressures against Italy, Greece, and Turkey. 

Direct Soviet control of all Yugoslav territory could likely have 
disastrous political consequences in Greece, Italy, Austria, and all of 
Europe. In Greece, guerrilla operations would be renewed and intensi- 
fied and it would be more difficult to keep Greece from Communist 
domination. In Italy, renewed and intensified threats to the internal 
and external security of Italy would resume. In Austria, the treaty 
negotiations today experiencing continual difficulties would come 
almost to an impasse. Direct or indirect subjugation of Yugoslavia 
by force would be a blow to the influence of Europe, the United 
Nations, and the free world. 

A neutral or friendly Yugoslavia with some 30 divisions would, in 
peace or in war, serve as a basis for immobilizing a considerable num- 
ber of Soviet and/or satellite forces which could otherwise be deployed 
against NATO. Yugoslavia, if only as a neutral in a general war, 
ready to defend its neutrality by armed force, would prevent direct 
Soviet access to Italy and would remain a continuing menace to Soviet 
expansion into the eastern Mediterranean. 

Yugoslavia must not remain neutral in general war, not only for 
the security of Yugoslavia as expressed by Marshal Tito, but for the 
security of the free world. Her strategically geographical position 
and potential strength resulting from United States aid must be 
committed to the west. 


CONCLUSIONS 


Since the break with the Soviet Union, Yugoslavia has been the 
object of expanded United States interest. The benefits and the 
results which are being achieved in strengthening the economy and 
supporting the Yugoslav defense effort have to date been beneficial 
to the west. 

Once it became fairly certain that Marshal Tito’s break with the 
Cominform was genuine, the United States was prepared materially 
to assist Yugoslavia in maintaining its independence. By doing so, 
very real strategic advantages have accrued to the United States and 
to the west in general. It must be recognized that Yugoslavia re- 
mains a Communist-run country, employing most of the domestic 
techniques of a totalitarian dictatorship. Thus, we must make sure 
that our aid is not misused to strengthen the totalitarian nature of 
that regime. We have left the Yugoslav Government in no doubt 
as to our disapproval of its repressive internal policies. The recent 
steps taken by Marshal Tito to liberalize the domestic regime to 
some extent, and the increasingly pro-western position taken by 
Yugoslavia in the United Nations have eased the situation somewhat. 

It is likely that Yugoslavia will have to continue to be given con- 
sideration, apart from that given to the several European security 
groupings for some time to come. Yugoslavia must be encouraged 
toward further adoption of liberal measures at home, and must be 
reasonably secure, and gradually must reintegrate into the western 
community. 











48 STUDY MISSION TO GERMANY AND OTHER COUNTRIES 


In foreign affairs we should have agreements with Yugoslavia 


providing for a a greater coordination of the foreign policy of Belgrade 


with that of the West. This should include the coordination of the 
foreign policy of Yugoslavia with the foreign policy of Greece and 
Tur key, since these nations constitute the southern flank against the 
Soviet: drive toward the Mediterranean. 

It is the sense of the committee that Yugoslavia and Italy, to whom 
we have given extensive aid, should settle at once the controversial 
question of Trieste. The settlement of this controversy would 


stabilize international affairs, since it would deprive the Soviet Union. 


of a propaganda weapon. 

The subcommittee does not believe in interfering in the internal 
affairs of another nation. However, we hold that any nation which 
is a recipient of our aid should not deprive its people of personal rights, 
including religious, political, and economic freedom. The funda- 
mental prine iples of human freedom form the basis of our Republic 
and the adherence to these principles has placed our Nation in a posi- 
tion to be of assistance. We deplore the nationalization of the 
industries, the collectivization program, the stifling of religious, 
economic, and political freedom. The Communists’ socialist dictator- 


ship is founded on a philosophy contrary to our principles. However,. 


the internal problems of Yugoslavia must be worked out by the people 
of that country. 

It must be emphasized that the United States is concerned with the 
economy of Yugoslavia, only insofar as the assistance we are asked to 
give is used to stabilize and finance the economy. Since American 
aid is employed to help finance the economy of Yugoslavia, we believe 
that it is only reasinable and proper to request that progress be made 
toward achieving freedom for the individual. We feel that it is proper 
for us to point out the retarding effect that the police state has on the 
development of a people. In extending aid it is not only our right 
but our duty, in Yugoslavia as elsewhere, to insist upon the achieve- 


ment of certain objectives calculated to produce a secure, a stable and 


a decent world. 

We are not interested in promoting any kind of a dictatorship. We 
are interested in mutual security. We applaud the Yugoslav break 
from the dictatorship of the Soviet Union. We hope that the initia- 

tive, the vision, and the determination which caused them to do this 
will finally cause them to become a free people. 

Approximately 27.2 percent of the farm land is socialized. Al- 
though the Government has recently relaxed its policies on collectivi- 
zation, which the peasants strongly oppose, there has been no modifica- 
tion of the regime’s ultimate objectives. 

In view of the strategic position of Yugoslavia, in view of Tito’s 
bitter antagonism to the Soviet Union, in view of Yugoslavia’s willing- 
ness to fight the Soviet Union, should Stalin start a program of military 
conquest, it is, we believe, to the advantage of the United States 
security and to the advantage of Yugoslavia for us to continue aid, 
with the definite and clear ‘understanding that the Government of 
Yugoslavia will endeavor to meet certain reasonable conditions, 
beneficial to the Yugoslav people, and that the nation will fully 
cooperate in helping the free world check the menace of the Soviet 
Union. 
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ITALY 

















beanies ahaa 
SWITZERLAND | 
4: ¢ MAIN INDUSTRIAL AREAS | 
ek b Mf My j Se owain seaports 4 
/ M EAT, MAIZE, DAIRYING 
Hy i Hii} ///) - GRAPES.CITAUS FRUITS ano | | 
, /] OLIVES | 
é r 
S Mi) i/// H// |_| LEAD ANDO zinc 
ay O MAIN SULPHUR AREA | 
E |S Y 28 MERCURY AND IRON | 
FRANCE #67 { 
ae ee | 
p MONACO} | 
‘ i | 
; | | 
| || 
LIGURIAN 
| | pera tice al 
bs || 4 ; eth, car) oe } 
a oe ae a ee 
NAG 
eee’) ty 
rd | 14 
1 ' 
sanity f 
' Pe \ | 
7 ; j 
5, bu $I 4-H 
<x Pat 
j ° Ee i 
Be } 
" ; i 4 
ae } #tsoOLe EOLIE : , atl ” } 
ITALY | ey ) 
i 4 7 | 
Sardinia, Sicily, and The Free Territory of Trieste i 3 
| EF lerma Teh YY sai di Calabria ae at 
| Hea aes pt fits ce 
| | | E Marsala | } ; | 
| ——..—s international boundary ta 
: ky 
! —+——.—— Regione (region) boundary : * | 
| © National capital AK ISOLA 01 | m (h 
a Sissi atiirde wie | PANTELLERIA 
MEDIITE A 











In this report on Italy the subcommittee presents the findings on 
how Italy can contribute to mutual defense of the free world. Italy 
was elected a member of the U. N. despite the opposition of the 
Soviet Union and its satellites. The subcommittee was at the U. N. 
Assembly in Paris the day the vote on the resolution on admitting 
Italy into the U. N. was taken. Italy, as a member of NATO and 
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now of the U. N., is assuming a role of increasing importance in the 
defense of the free world of which it is an integral part. 

Since 1870, when a united independent nation was finally achieved, 
Italy has been a potential force in world affairs. 

In the period preceding World War I, Italy, like other European 
countries; engaged in power politics. Her activities as a member of 
the Triple Entente did not prevent her subsequent entry into World 
War I on the side of the Allies. Beset with internal disturbances after 
the war, Mussolini, in 1922, established his Fascist regime with little 
difficulty and he embarked upon a program of colonial expansion in 
1935. Mussolini joined with Hitler in forming the Axis, with world 
domination as their dream. Italy took Ethiopia by force and Hitler, 
the stronger of the two partners, subsequently marched his armies 
into various sections of Europe. The activities of these two dictators 
plunged Europe into World War II. 

Since the fall of the Fascist regime, headed by I! Duce Mussolini, 
Italy has been cooperating with the West. She has resisted internal 
Communist attempts to seize the Government and is assuming her 
share of responsibility in the community of free nations. 

With the able assistance of our Ambassador James C. Dunn and 
his staff, the committee was given information on all phases of the 
Italian problems. Mr. Dunn has been in Italy for a number of years, 
and through his efforts, encouragement, and advice to the Italian 
Government, has succeeded, in a remarkable manner, coping with the 
internal problem of the Communist menace. 


AREA AND POPULATION 


Italy consists of an area of 116,224 square miles and has a popula- 
tion of 46,001,000, which clearly indicates the overpopulation of 
Italy. This is the most serious problem facing the Government. 
Through the Mutual Security Act of 1951, $10 million was set aside 
for the relocation of the surplus population of Europe. 

A step in the solution to the problem of surplus population in Europe, 
including escapees, refugees, and displaced persons, was advanced by 
the United States Congress in the Mutual Security Act of 1951. 

Under the terms of this act, $10,000,000 was earmarked as the ini- 
tial share of the United States in this program. Under this act a new 
organization was created to which the Soviet and Soviet-controlled 
nations were denied admission. Representatives of 17 nations met 
in Brussels in November and December of 1951 to formulate plans for 
the migration of the surplus manpower. 

This is not only the beginning of the solution to this grave eco- 
nomical problem in Europe, but it is also a most noteworthy humani- 
tarian endeavor. 

GOVERNMENT 


In a referendum held in June 1946, the Italian people voted 
percent for a republic and 46 percent for a monarchy. At the same 
time, they elected a constituent assembly to write a new constitution 
which came into effect on January 1, 1948. Parliament consists of 
two houses with equal powers. The Chamber of Deputies is elected 
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for 5 years and Senators for 6 years. Meeting in joint session, the 
two houses elect the President of the Republic for a term of 7 years 
His powers are strictly limited. The President appoints a Prime 
Minister, known as President of the Council of Ministers, who selects 
and presides over a Cabinet, called the Council of Ministers. All 
of the Ministers must be members of the Senate or of the Chamber of 
Deputies. The Prime Minister directs and is reponsible for the 
policies and actions of the executive branch of the Government. The 
Council of Ministers must, however, maintain the confidence of both 
houses of Parliament. 


Stability and prospects of the De Gasperi government 

The Italian Government is a coalition led by Alcide de Gasperi of 
the Demo-Christian Party and including representatives of the 
Republican Party. The Government controls an absolute majority 
in the Chamber of Deputies, and in foreign affairs it is also supported 
by the Democratic Socialists and Liberals. The Communists and 
their fellow travelers, known as the Nenni-Socialists after their leader, 
are the principal opposition to the government both in Parliament 
and in the country; the strongly nationalistic Italian Social Move- 
ment (MSI) (Neo-F ascists) is emerging as the rightist opposition. 
Although economic recovery has made strides in “Ttaly, much yet 
remains to be accomplished. The government has successfully 
neutralized the Communist efforts to create mass disorder and 1 
carrying out land and tax reforms. 

The major problems of the government are to instill in the majority 
of the people an awareness of the continuing threat to the security 
of Italy and to Western Europe. The government must further 
continue to cultivate popular support for the defense effort required 
because of the threat from the Soviet. The government is also faced 
by the necessity of pursuing expensive social reforms necessary for 
economic and political stability and at the same time building up its 
defensive strength without bringing on dangerous inflation. In 
carrying out this program the government is confronted by the 
violent opposition from the Communist Party on the left and from 
the ultraconservatives (Neo-Fascists) on the right. Communist 
propaganda has constantly been attacking the Italian Government 
for military expenditures. The Communist Party, which is well 
organized and supplied with seemingly unlimited funds, is using this 
propaganda in carrying’ out an energetic campaign designed to trap 
& majority of votes in the forthcoming national election to be held 
before the end of April 1953. 

It is remarkable that Premier Alcide De Gasperi has been able, 
almost single-handedly, to preside successfully over divergent factions 
in the Italian Government and to keep the right and the left so well 


separated. It is to his credit that the Government has pursued a 
stable and consistent course. 
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POLITICAL PARTIES 


The first national elections under the new constitution were held in 
April 1948, with 92 percent of the eligible voters casting ballots. The 
composition of the two houses is now as follows: 


| 
| Chamber 
| of Deputies! Senate 


Christian Democratic Party DLW as Serr eaves 304 150 
Popular Democratic Front (Communists and Nenni Socialists) ___. | 181 126 
Independent Socialists wae ’ ay fe bs | 35 | 22 
Liberal Party ; ‘+ i aac. : ' i | 15 i0 
Republican Party ; es 10 11 
National Monarchist Party Rae! i g eel 14 | 3 
Other... pr NE ee TS ail hoa 15 | 28 

Pete i. wwdcctinn ccd liehteats inet ktes bush | 574 | 337 


' 

The Christian Democratic Party won a clear working majority in 
the Chamber and close to a majority in the Senate. “However, in 
order to make the basis of its popular support as broad as possible, 
a coalition government was formed in May 1948 under Christian 
Democratic leadership with the inclusion of the Independent Socialists, 
Republicans, and Liberals. There have been several minor changes 
in the Cabinet since then. The Liberals left the Government in 
January 1950, disagreeing with the Christian Democrats on various 
questions of internal policy. The Independent Socialists left in 
May 1951 to facilitate their own unification with another Democratic 
Socialist group. 

To the right of the Government coalition are the small groups of 
the Liberals, the Monarchist Party, the neo-Fascist MSI (Italian 
Social Movement) and some independents. To the left of the 
Government coalition are the Democratic Socialists, the Communists, 
and the Socialist Party under Pietro Nenni. (The latter is still the 
largest group of Socialists.) The last two parties operate virtually 
as one, and together polled 30 percent of the popular vote in 1948. 

The next national election is to be held in 1953 and 1954. The 
national elections are spre ad over 2 years since the Chamber of 
Deputies is elected for 5 years and the Senators for 6 years. 


Communist strength 


Communism is the major threat in Italy. ‘It is more highly organ- 
ized in the northern area than in any other section. The reason for 
the great Communist danger in Italy is excessive population and 
appalling poverty, particularly in the southern part of the country. 
However, it should be noted that the only reason the people in 
southern Ttaly are less communistic is because they are less anticlerical. 
The northern strength in the Communist movement is both anti- 
clerical and pro-Communist. There are few Communists in the 
Alps—iess than 10 percent. On the plains of the Po Valley the 
proportion increases as you approach Milan, Turin, Bologna, and 
Genoa. These industrial areas are the center of the Communist 
structure, caused chiefly by unemployment and anticlericalism. As 
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you draw away from this area farther, communism has less hold on 
the people. 

Although the total vote of the Italian Communists and their left- 
wing Socialist allies in recent elections remains stable vis-A-vis their 
1948 vote, their percentage of the popular vote increased to over one- 
third of the total, mostly because of the smaller turn-out which lowered 
the vote of democratic parties. More important, however, is the fact 
that they still lost control of a number of major cities they had won 
at the height of their power in 1946. They no longer have exclusive 
control of organized labor and in the last 2 years have failed to 
sabotage the Italian defense effort by interfering with the arrivals of 
American equipment. 

The Communists in Italy are roughly divided into two classes and 
there are further divisions by type and by locality. 

The Communists of the south are predominately ‘Economic 
Communists” and the Communists of the north are the hard core 
of the “Ideological Communists” and include ‘Economic Com- 
munists.” 

Communist strength did not increase in the last election. There 
were 1,000 less votes in the north. It is fair to say that communism 
does not seem to be increasing in Italy and the De Gasperi government 
is apparently in control of the problem. 

In the municipal and provincial elections in north and central Italy 
in the spring of 1951 the Christian Democrats lost part of their 1948 
strength to Rightwing Parties. The combined democratic parties still 
won about 57 percent of the vote. The Communists and their allies 
increased their strength by winning 37 percent. However, since their 
vote was lower than at the time of the last municipal elections in 
1946, they lost control of many of Italy’s most important cities, 
including Genoa, Milan, Venice, and Florence. It is significant that 
the campaigns ia the municipal elections were fought not on local 
issues, but on questions involving foreign policy. 


Neo-Fascists in Italy 


In the last national election, the Neo- Fascists won under 2 percent 
of the popular vote. There are indications that they are growing 
considerably, although there is no way to determine this definitely 
until the next election. In Parliament the Neo-Fascists hold 1 seat 
in the Senate (out of 337) and 6 seats in the Chamber of Deputies 
(out of 574). The origin of this party is clearly in the old Fascist 
Republican Party, which sprung up in northern Italy during the last 
2 years of the war. The Neo-Fascists are continually running against 
the Government, which is at present considering a bill to outlaw them. 
This bill has passed the Senate, but not the Chamber of Deputies to 
date. The Neo-Fascists are anti-Western; they opposed the North 
Atlantic Pact and favor complete neutrality. They claim to be anti- 
Communist. They are concentrated in two general areas—around 
Milan and Bari, Apulia. Their largest number is in the south, but 
their strength is in the north. The party’s ranks are not confined to 
any particular regional, occupational, or age group, but it may be said 
that it attracts the lower middle class, youth, ex-soldiers, ete. 
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The controversial territory of Trieste, a 285-square-mile area, is on 
the Adriatic Sea and lies directly north of the Istrian Peninsula; to 
the east is Fiume, now in the hands of .Yugoslavia; to the west, across 
the Adriatic, lies Venice, Italy; and to the north is Austria. 

After the disintegration of the Roman Empire, Trieste shared the 
general fortunes of Istria, obtaining an independent existence under 
its count-bishops from 948 until captured in 1202 by Venice. The 
following 180 years of Trieste history consisted chiefly of a series of 
conflicts with the Italian city. In 1382 Trieste placed itself under 
the protectorate of Leopold III of Austria. The overlordship, thus 
established, gradually developed into actual possession. Except for 
the Napoleonic era (1797-1813) Trieste remained an integral part of 
the Austrian dominions until 1918, when she was ceded to Italy under 
the Treaty of St. Germain in 1919. 

Throughout all of its troubled history, Trieste has always been a 
center of Italian irredentist f« cling. Similar sentiments prevail in the 
area today. The committee discussed the matter of Trieste with 
Marshal Tito and the Under Secretary for Foreign Affairs of Italy, 
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Taviani, and both recognize and desire the importance of the settle- 
ment of this issue for the security of the area. Both discussed the 
problem very freely. Marshal Tito said that the position of Yugo- 
slavia was well known. He indicated that the settlement was up to 
the Italians. Marshal Tito claimed his proposals for settlement were 
based on ethnical, geographical, and historical reasons. The Italians 
also maintain that the solution must be along ethnical lines but the 
Italians claim that the Yugoslavs confuse the ethnical line with 
ethnical balance. The Italians further suggest as a solution to the 
problem that a plebiscite be held. Italy has made these proposals 
in & memorandum to Yugoslavia, the United States, and Great 
Britain. 

The Yugoslav regime for a long time encouraged and forced Yugo- 
slav emigration into the territory of Trieste. After long and drawn- 
out efforts to terminate the forced immigration of Yugoslav expellees 
(who should not be considered as Y ugoslav undesirables because they 
were loyal supporters of the Tito regime) into Trieste was finally 
settled by direct negotiation between our Ambassador, George Allen, 
and the Yugoslav Minister of the Interior. Prior to this agree ment, 
600 expellees a month had been transferred into Trieste. Since the 
recent agreement, there has been practically no forced migration. 
Today people going into Trieste are entering with visas from American 
authorities, althouth it is conceivable that some slip through without 
proper authorization. 

During the conference with the Deputy Foreign Minister in Italy, 
the committee learned that, from the Italian point of view, the people 
of Trieste and not the territory is the issue. The Trieste question is 
85 percent emotional as indicated by the rioting and strong irredentist 
feeling over the issue. 

The Italians feel that the loss of Trieste would be a final indignity 
of the war. Should the De Gasperi government adopt a policy in 
Trieste contrary to Italian public opinion, there is grave question as 
to its ability to remain in power. The legislators of Italy, particu- 
larly the political opponents of the De Gasperi government are 
watching with interest and concern the development of the Trieste 
question. The Italian Deputy Foreign Minister expressed the bel: : 
that the Trieste question could be settled with little diffic ulty, if 
could be decided on the basis of fact. However, at present it is io 
being considered on the basis of cool judgment, but is highly charged 
with sentiment. It is the opinion of the committee that the Yugo- 
slavs and Italians should settle this question at an early date. This 
is the last territorial problem in Europe and its solution should re- 
move a source of antiwestern propaganda being used by the Soviet 
Union. 

The controversial territory of Trieste is administered by Great 
Britain, the United States, and Yugoslavia, under a United Nations 
trust agreement. The treaty which formulated this zonal agreement 
limited the total of American military occupation personnel to 5,000. 
This trust agreement will continue until rights to control of the 
territory can be resolved in the United Nations Assembly by the 
disputants and agreement is reached by Italy and Yugoslavia. At 
the moment, negotiations between the Yugoslavs and the Italians on 
this question are taking place in Paris. Furthermore, as a result of 
the recent rioting, both in Trieste and in Italy, the United States, 
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Great Britain, and Italy have agreed on a conference to be held in 
London to discuss Italy’s proposals that she be given a larger role 
in administering the Allied zone. 

The territory of Trieste is made up of two zones, A and B. Zone 
A, consisting of the city of Trieste and outlying areas, has a population 
of approximately 300,000 people, most of the population being con- 
centrated in the city of Trieste. This zone is administered by the 
British and American military occupation. There are three important 
Slovenian towns in zone A, which the Yugoslavs, because of their 
ethnic origin, claim belong to them. 

Zone B, the southern zone, made up of the rural portion of the 
territory and a number of small outlying communities, has a popula- 
tion of approximately 80,000 people. This area, which is under 
exclusive Yugoslav administration, includes the three towns on the 
Adriatic—-Capodistria, Pirano, and Isola—which Italy desires to have 
included in her portion of the compromise. 

Since there is evidence of sincerity on the part of both Yugoslavia 
and Italy to settle and end this troublesome question, the United 
States should exert every effort to help in bringing about a solution. 
It is very likely that, if the three towns on the Adriatic coast, which 
are presently in zone B, under Yugoslav control, were to be included 
with the city of Trieste and the remainder of zone A, with the exception 
of a strip where the Slovene towns are located, the matter might be 
settled. Furthermore, it is our opinion that this problematical dis- 
pute would be more readily resolved if the United States should enter 
into the substance of the question. 


ECONOMIC SITUATION IN ITALY 
General 

Italy has only a few important natural resources—notably a good 
climate, industrious manpower, hydroelectric power, and natural gas. 
The principal minerals of commercial importance are sulfur, mercury, 
and pyrites. The country must normally import at least 90 percent 
of its coal, almost all of its petroleum, copper, and cotton, and a 
major part of its wool, cellulose, and iron ore. In addition to fuels 
and raw materials, Italy also normally imports significant quantities 
of foodstuffs. 

Before the First World War, agricultural production was con- 
siderably more important in Italy than industrial production. Since 
then a substantial measure of mdustrialization has taken place. Total 
industrial production is now nearly equal, in terms of value, to agri- 
cultural production, though the number of workers engaged in agri- 
culture is still considerably greater. 

Although Italy has achieved, with United States assistance, great 
progress in economic recovery and development since 1945—in general 
has now reached or exceeded prewar levels of production and con- 
sumption—estimates of national income per capita and indexes of 
standards of living show Italy considerably below most western 
European countries in these respects. Most indicators of standards 
of living in different parts of Italy reveal an extremely low level of 
development in southern Italy. Thus, as an illustration of the low 
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level of development, one authority reports the following comparison 
of the number of telephones per 1,000 inhabitants: 


The United States_.......... 261] Northern Italy 35 
United Kingdom __.__-__--. _ 98} Central Italy _ _- 32 
France__ -. ; ....---.-. 55} Southern Italy- ‘ 7 
i ie a ea 

Agriculture 


Except for the fertile Po Valley region in the north and the coastal 
areas in other sections, the country is generally rough and mountain- 
ous. Of the land area now in production, only one-fifth is level or 
gently rolling land. The other four-fifths is classified as hilly or 
mountainous and is mostly characterized by rough land of low pro- 
ductivity. 

The principal feed and food crops are forage crops; wheat, corn, 
and rice; potatoes and a wide variety of vegetables; sugar beets; 
grapes and citrus and other fruits; and olives and nuts. Wheat and 
grapes are grown in almost all parts of the country, rice and corn 
principally in the Po Valley, olives in central and southern Italy, and 
citrus fruits, olives, and nuts largely in the south and in Sicily. 

Most farm holdings are small, only one-twentieth of them being 
larger than 50 acres; at the same time, as an inheritance from condi- 
tions in past centuries, 1 percent of the landholders own 40 percent of 
the total productive area. For many years, and especially since the 
end of the war, there has been considerable pressure for reforms in 
land ownership and in owner-tenant relationships, for land improve- 
ment and for increased productive efficiency. During 1950 two laws 
sponsored by the Government were passed providing for the most 
urgently needed portions of a broad land redistribution program; 
these measures will redistribute over 1,500,000 acres from some of the 
largest and generally undeveloped estates among landless peasants of 
southern and central Italy. 

Lira sums equivalent to something like $200,000,000 a vear (more 
than half obtained at present from ECA counterpart funds) are being 
made available for a coordinated program of agricultural improve- 
ment, consisting of irrigation, drainage, and construction of roads, 
aqueducts, and farm buildings. These agricultural improvements are 
essential to a successful implementation of the land redistribution. 
Disappointingly small progress has been made in providing agriculture 
with adequate credit facilities. 

Chere is a deficit in agricultural production of 10 percent in satis- 
fying total consumption requirements. By importing significant 
quantities of wheat, meat, and fats, this deficit is made up. 

The official estimates are that total food supplies currently available 


are nearly equal on a per capita basis to the 2,500 calories of 1938. 


The Italian diet depends heavily on grains. Nearly two-thirds of the 
calories per capita are furnished by carbohydrates. ‘There is no 
substantial change in food supplies now anticipated for 1951-52. 
Industry 


Italian industry is located in the north. Heavy industry is found 
principally in and near Milan, Turin, and Genoa. There is produc- 
tion of steel and steel products in central Italy (Terni, Piombino) 
and in the south (Bagnoli, near Naples). The products are auto- 
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motive and rail transport equipment, shipbuilding, machinery, 
generators, motors, and machine tools. Shipbuilding, particularly, 
exceeds normal utilization. 

Textile production is mostly concentrated in the north. The 
chemical industry is significant. Principal plants are located on the 
Po River and its tributaries. To a lesser extent there is chemical 
industry in central and southern Italy. The production of rubber is 
centered at Milan and Turin, though there are plants near Rome, 
Bologna, and Ferrara. The prince ipal mining activities are centered 
in Sardinia (such as coal, zine, lead, and some iron). Sulfur is pro- 
duced in Sicily. Lignite is common in northern and central Italy. 
Large oil refineries are located at Naples, La Spezia, Venice, 
and Bari. 

The growth of industry in Italy has been severely handicapped by 
the lack of raw materials and capital investment. As a result their 
industries generally lag behind the highly industrialized European 
countries, such as Germany, Belgium, and the United Kingdom. 

Natural gas is new. From a negligible quantity in 1938, it has 
expanded to over 500,000,000 cubic meters. This is equivalent to 
approximately 335,000 metrie tons of bituminous coal in 1950, with a 
caloric content of 7,200. Gas is now used in the Po Valley from Milan 
to Venice. There is a pipeline under construction westward to Turin. 
Genoa may be added within a short time. It is hoped that production 
and transmission facilities will be installed to give service throughout 
the industrial north and other regions. 

Reflecting the surplus of labor and the low-wage rates, the extent 
of mechanical powering of industry is relatively low and of course far 
below American standards. In some of the most important in- 
dustries—for example shipbuilding, the mechanical industry, and 
sulfur production—costs are considerably above the levels prevailing 
in other important producing countries, so that under normal condi- 
tions Italy has difficulty in competing in world markets. In some 
important sectors of industry very large investments have been 
accumulated in the hands of state agencies over the past 30 years or 
more in response to war and interwar emergencies—a situation which 
has had some unhealthy effects on the industries involved. Now, 
stimulated by defense needs and aided by ECA technical assistance 
and productivity projects, concentrated efforts are being made to 
rationalize production in various industries, with the aim of raising 
productivity and lowering costs. 

With the aid of the ECA and in spite of many handicaps, industrial 
production in general has increased greatly since the end of the war 
and is now substantially above prewar levels. Stated in terms of 1938 


production as 100, over-all industrial production in 1948 amounted to , 


99, in 1949 to 105, and in 1950 to 119. The rise continued im the first 
part of 1951, reaching 140 in March. 
Foreign trade 

In Italy production is very closely connected with imports since such 
a large portion of industry’s raw materials must be imported. Through 
its comprehensive import controls, the Government is enabled to 
channel raw materials to producers of essential goods and thus main- 
tain a very considerable degree of control over the direction of 
production. 
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The following summary indicates the development of Italy’s foreign 
trade in recent years. The 1938 figures exclude colonies, The figures 
are expressed in terms of 1949 dollars. 

















Imports Exports Trade deficit 
| | ae nite ieee, 
| 
Wee alee, ers RS. $1, 164, 000, 000 | $847, 000, 000 $347, 000, 000 
OOP oa TEE See uss kcccauetlinl 1, 429, 000, 000 | 666, 000, 000 763, 000, 000 
1948 Fe ee eee Lae 1, 501, 000, 000 | 1, 067, 000, 000 434. 000, 000 
GETTER HSE Seas 1, 501, 000, 000 | 1, 110, 000, 000 | 391, 000, 000 
ae onl 1, 442, 000, 000 | 1, 198, 000, 000 | 244, 000, 000 











In the first 4 months of 1951 trade was at a rate of $1,950,000,000 
for imports, and for exports about $1,500,000,000. 

Italy’s trade deficits in the dollar area have for the last few years 
been in excess of the deficits shown above. During the last part of 
1950 and the first part of 1951, the deficit in the dollar area decreased 
significantly, which reduced imports and increased exports. In 
March 1951 the trade deficit began to increase. This was princi- 
pally a result of rising import prices. 

Since the termination of the war, the United States has been the 
largest supplier of Italian imports. In 1950 Germany and the United 
Kingdom were in second and third position, respectively. At the 
present time the United Kingdom is Italy’s largest market, followed 
by Germany and France. 

Italy was importing from the Iron Curtain countries, China and 
Hong Kong, about $61,000,000 in 1950 and exports about $69,000,000. 
From the figures available for 1951 it was indicated that imports 
were considerably in excess of exports. 

Italy imports textile raw materials, fuel, industrial machinery, and 
wheat. She exports textile yarns and fabrics, fruits and vegetables, 
and mechanical products. 

Normally Italy’s trade deficit is made up by invisible receipts, 
such as tourist expenditures, emigrant remittances, and shipping and 
insurance earnings, but under present conditions net invisible receipts 
are not likely to aggregate more than $100,000,000 a year. Since the 
inception of the Marshall plan, ECA has helped make up the deficit 
in the dollar balance of payments, and assistance in this respect 
continues through the Mutual Security Act. 


Finance and tazes 


Italy possesses the usual institutions of finance and banking. The 
country’s financial market is now characterized by a scarcity of capital 
for investment and short-term loans. The interest rates are high. 
Although the Government has made available facilities for credit at 
reasonable rates to certain types of borrowers, the amount available 
is small in relation to total demands. 

At the end of 1947, inflation, which was threatening the country, 
was brought under control. The financial policy of the Government 
has been based on the maintenance of the stability of the lira. Fol- 
lowing the outbreak of hostilities in Korea, the trend of wholesale and 
retail prices in Italy followed the other western countries upward. 
Early in 1951 a tendency to stabilize was apparent. Since the fall of 
1949 the official exchange rate for the lira has remained at approxi- 
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mately 625 to the dollar. At the end of 1950 and early in 1951 the 
black-market rate for the dollar increased. Since then the trend has 
been downward. In 1951 the quotation remained steady at around 
650 lire to the dollar. 

In the first year after the war the Government budget showed large 
deficits. Since 1947, with economic recovery, revenues have increased 
substantially more than expenditures, so that the deficit has been re- 
duced to manageable proportions. However, increased defense ex- 
penditures in fulfillment of Italy’s NATO defense obligations, in addi- 
tion to increased expenditures for investment to reduce unemployment 
and foster sound stability, have again opened a sizable gap between 
expenditures and receipts. An important weakness of the tax system 
is that direct taxes, especially income taxes, have yielded only a 
relatively small proportion of total Government revenues, while indi- 
rect taxes, especially a turn-over tax on business transactions at all 
stages, have accounted for a large proportion. 

The internal budget deficit limits the spending by the Government. 
The 1952-53 budget estimates a deficit of almost 500 billion lire. This 
is in excess of 25 percent of the Government’s anticipated revenues. 
The Government feels that a larger deficit could produce severe infla- 
tionary effects and weaken public confidence in the stability of the 
lira. The social, economic, and political considerations require that 
additional defense spending not be accomplished at the expense of 
civilian investment programs. These programs are designed to relieve 
fundamental Italian problems of surplus manpower and poverty. 

There is already heavy unemployment. ‘Additional unemploy- 
ment, both in industry and in agriculture, and the existence of critical 
depressed and undeveloped areas in Italy, particularly in the south, 
and the consequent low consumption levels of large portions of the 
population are serious situations. If improvements which are long 
overdue should be deferred because of the defense effort, the public 
support might seriously be impaired. 

In the early part of 1951 a tax-reform measure was enacted which 
represents the first major attempt to reform the system of direct tax- 
ation in 30 years. Tax returns on the new system were filed for the 
first time in 1951; these returns covering 1950 income. The Finance 
Minister has announced tht the amount of the income-tax yield on 
the basis of the new declarations should exceed that of any previous 
year. While this law is generally regarded as a major advance in the 
Government’s efforts toward improvement of the tax structure, it is 
still too soon to judge the extent to which the new law will achieve 
its purposes. 

Since the United States is taxing our people to make available 
foreign aid, it is only just and reasonable to expect the governments 
of the recipient countries to improve their tax structures, so that the 
tax burden will be distributed equitably and those best able to pay 
will be forced to carry their share of the burden. All the people 
should carry their just burden, become tax-conscious, and realize that 
it is their patriotic duty to pay their full share and obligation to the 
free world and their own security and contributing to the security of 
the free world. 
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Labor 


Italy’s major socio-economic problem is that of surplus population, 
or unemployed manpower. Efforts to solve this problem through emi- 
gration have had no great success in the past few years. Total regis- 
tered unemployment this year is ranging between about 1,700,000 in 
the summer and about 2,100,000 in the winter, i. e., 8 to 10 percent of 
the total number of workers. In addition, it is generally estimated 
that somewhere between 1,500,000 and 2,000,000 of the employed 
workers are in practice only partially occupied. Wage rates are low, 
but owing to equally low productivity per worker (which in turn re- 
sults not from lack of industriousness or skill, but mainly from under- 
mechanization and from the required employment of workers not fully 
occupied), most Italian industrial concerns complain of high costs for 
wages and social charges. 

As a result of low wage rates, the low standard of living, and the lack 
of sufficient employment, there is among the working population in 
industry and agriculture a considerable measure of dissatisfaction with 
prevailing conditions. This dissatisfaction, combined with fear of war 
exploited by the U.S. S. R., is the main basis for the fact that the Com- 
munist Party and its Nenni-socialist allies are still able to attract a 
large percentage of the voters. 

Through the creation of the Italian General Confederation of Labor 
most of Italy’s organized labor achieved unity in 1944. This organ- 
ization soon became dominated by the Communists and their Socialist 
allies who used it for political instead of economic purposes, thus 
antagonizing the more moderate groups. In protest against the 
policy, political strikes and slow-downs, aimed at weakening the 
Government, the Christian Democratic elements broke away. These 
schismatic elements in 1948 formed a new organization called the Free 
Italian General Confederation of Workers. The Christian Democratic 
elements were followed later by the Republicans and independent 
Socialists who formed the Italian Federation of Labor. Early in 1950 
the Italian Federation of Labor and the Free Italian General Confed- 
eration of Workers united with several small independent Socialists 
who formed the Italian Confederation of Workers Trade Unions. 
Another small non-Communist labor organization, the Italian Union 
of Labor was set up under the auspices of the Republican and the 
Romita Democratic Socialist Parties, which opposed the unification 
of the Italian Federation of Labor and the Free Italian General Con- 
federation of Workers. 

There has been some progress made in clearing the trade unions of 
Italy from Communist influence and leadership. The entire Italian 
Confederation of Workers Trade Unions has supported and familiar- 
ized workers with the European recovery program. It is encouraging 
that the Communist menace in this country has been recognized and 
measures taken to check the effectiveness of the Communist efforts 
among the working class. 
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UNITED STATES ASSISTANCE TO ITALY 


U. S. Government grants and credits to Italy through December 1951 
{Millions of dollars] 





| Postwar period 








. During | Prior to | period 
period | Total | ERP | ERP 
period period 















































Gross foreign aid ! ---| 2,746.2 | 2,436.0 | 1,336.9 1,090.0 310.2 
= | anaes = se . 
Grants utilized .. oe ae 2,331.9] 2,021.7| 1,161.4| 860.2 310.2 
Credits utilized ___- Eas dacunlnds umaasiaton oun 414.3 | 414.3 | 175.5 GE a eee ene 
ae Galea 23 OO P"q97.0| 1926) 1151) 17.5 44 
See | 2 —_ 
Reverse grants and returns on grants_.....-..-.---| 49.3 49.3 | 49.3 |.... 
Principal collected on credits. _............------ 87.7 83.3 65.8 | 17.5 | 4.4 
Equals: Net foreign aid '___.- {ASN abet 2,609.2 | 2,308.4 | 1,221.8] 1,081.5 | — 305.8 
Net grants... ITs Painter OS 2,282.6 | 1,9724| 1,112.1 860. 2 310, 2 
Net credits__.--_- ; edbhke a ckigdteaee 326. 6 331.0 | 109.7 | 221.3 | —4.4 
Grants utilized t_____._.- Riel. Rie 8 eB "2,331.9 | 2,021.7 | 1, 161. 4| 860.2 [310.2 
eee nase lh a Li nal 
Economic Cooperation Administration -. ool oie 069. 2 1, 069. 2 1, 069. 2 ae Eades a i ls a 
Mutual defense assistance. -__...........--.------ | 4.6 4.6 SG fh Ae, As — 
UNRRA a ie eae wabne a 416.8 409. 8 bi cieienes | 409. 8 7.0 
Post-UNRRA (Public Law Sa eh ica aphsoabaieian 117.4 117.4 9} 116.5 Secale 
American Red Cross anc eel 3.2 bat bios oe cael -2] 3.0 
Civilian supplies (Army and Air Force) hata lal 410.1 PE fh ints cece ant 109. 9 300. 2 
interim aid (Public Law 389) _.......-.....-.---- 176. 1 176.1 | 86.7 | 89.3 |_...- tat 
Civilian supplies (Treasury) ........-....----.--- 134. 5 WE 43 <uisse fe eee 
= — SS | ere ——————S—=S Ss 
Reverse grants and returns on grants-- -- soe ossasen=| 49.3 49.3 Mi} ele. scien 
® Economie Cooperation Administration ......-..--. 49.3 | 49.3 RE Beh h lama ne 
Credits utilized __...-- dgased inadte gees Sqbatentire a 414.3 | 4143 rae) Geee be kocilec. 
Economic Cooperation Administration __...-.--.- 75. 3'| 75. 3 75.3 |. Sadie diodiets ap dai 
Export-Import Bank: | 
Direct loans. weld coo daeamel es 102. 2 102. 2) 91.6 | 41 ae ae 
Loans through agent banks... peas ; 27.6 | 27.6 —.8 | 28. 4 | - 
Maritime Administration --.........-.-.-- > 65. 2 | 65. 2 | 9. 4 | 55.8 |. Huby 
Surplus property __.....-- ak ead 144.1 | MGB BS oo necntel 144.1 | om 
{————— = | = Ff 
Principal collected on credits ..............---.-----. , 87.7 | 83.3 65. 8 | 17.5 | 4.4 
Export-Import Bank: | 
I Sd ee anicéan 28.6 28.6 | 28. 2 | SE ER adi aioe 
Loans through ag ent banks......_..____- ; 32.0 | 27.6 11.8 15.8 | 4.4 
Maritime Administration __....................- 17.9 | 17.9 | 16. 6 | LD dinkdensve> 
Surplus property. Se ee om 9.2 | 9.2 | Oe Feecece .| : 
' 








1 Exclusive of military aid under MDAP. 


Norte.—Figures may not add due to rounding. 
Source; Clearing Office for Foreign Transactions, U. 8. Department of Commerce. 


From the above table it is shown that war and postwar aid up to 
December 1951 was $2,609,200,000 (including grants and credits) and 
under the Mutual Security Act we are to spend a great deal more in 
this country. The impact of the Italian rearmament effort on Italy’s 
dollar balance of payments is such that Italy will have a continuing 
need for help in financing dollar imports. 


THE UNITED STATES INFORMATION SERVICE 


The United States Information Service has its headquarters in 
Rome. This agency supervises the libraries containing books about 
the United States. It operates motion-picture libraries, arranges for 
various exhibits, distributes newspaper features and picture ma- 
terial to Italian newspapers and magazines, makes available programs 
to the Italian National Broadcasting, has a large program of ex- 
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changes (Italians to the United States and Americans to Italy), 
arranges extensive services for lectures both in Italian and in English, 
and collaborates with associations and individuals to promote the 
study of America. 

The activities of the United States Information Service are of value 
in telling the American story in Italy. The Italians are much in- 
terested in information concerning the United States since they have 
millions of relatives in this country. Insofar as we are able to dis- 
seminate information about American life and way in which democracy 
works, we are making a valuable contribution to the battle against 
communism. The Soviet Union uses propaganda constantly and 
through the distortions and falsifications they constantly attempt to 
depict the democracies in an unfavorable light. To tell the truth in 
Italy as in any other country through libraries, films, press, radio, 
educational and cultural exchange, lectures, etc., the United States 
is doing valuable work in combating the evil system of international 
communism seeking to destroy in every country all democratic 
processes. 


Taz 


Italy has recently introduced a far-reaching tax reform with the 
objective of spreading the tax burden more equitably among the 
people. This tax system is modeled after that of the United States 
insofar as it places the responsibility upon the taxpayer to make a 
true declaration of his income. Prior to this the tax authorities used 
to assess income for tax purposes. Under the old system and pro- 
cedure tax evasion was prevalent, with the result that the Government 
has had to secure the largest part of its revenue from indirect taxation 
which falls most heavily on those least able to pay. 

Although it is evident that many persons understated their incomes 
in the first returns under the new system, strong action by the Gov- 
ernment against tax evaders should bring about improvements in 
this situation. 


SUMMARY OF REFORMS 


Land redistribution 


The density of Italy’s population, particularly of the half who are 
farmers, and the prevalently mountaimous country, necessitate max- 
imum development of each acre of usable land; this is precluded so 
long as large estates persist in areas where owners are unwilling or 
unable to undertake such development. Prewar laws for compulsory 
land development failed to effect the necessary improvements. At the 
end of World War II need for action was apparent to virtually all 
political parties, but to translate such a conviction into legislation 
through the newly reestablished democratic processes required several 
years. 

Expropriated land is allotted to landless farm workers who repay, 
over a 30-year period part of the expropriation price plus part of 
development costs. Size of units is largely determined on the basis of 
ratio of landless peasants to available land and of size of family. 
Allotments of parcels of land in each community is determined by lot. 
Regional land reform agencies, six of which are operating under the 
two laws, contribute technical assistance and planning. They also 
undertake or assist with public works, housing, soil conservation, 
irrigation, and other transformation work, intermediate credit, and 
cooperative organization. 
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Land reclamation and development 


This program has been designed to stimulate private landowners, 
large and small, to put their land to best possible use. It consists of 
three-fourths to full subsidy for public-works features (e. g., dams, 
interfarm roads, principal drainage and irrigation canals, etc.), and 
contributions of roughly one-third cost for Jand improvements con- 
sidered strictly of benefit to individual owners. Legislation had been 
passed piecemeal since the end of the nineteenth century and was 
codified ‘into an organic law in 1933. While the law has not been 
effective in compelling unwilling landowners to develop their land 
(even though the law provides for expropriation in case of noncom- 
pliance) it has encouraged willing owners and associations of owners 
to invest additional private capital in land development. 

During 1950 over 90 billion lire of public and private capital is 
estimated to have been invested in Italy for reclamation and perma- 
nent land improvement. Enabling legislation has been passed for 
“extraordinary” expenditure during the decade 1950-60 of 1,000 
billion lire for reclamation and other agricultural development in 
Italy’s depressed areas. This does not include funds earmarked for 
land redistribution (see above) and mountain-basin development (see 
below). In addition, “normal” appropriations for nondepressed areas 
amounted to about 30 billion lire during 1951. 

A total of 68 billion lire of ECA counterpart funds have to date been 
spent or committed for these programs alone, plus 25 billion already 
turned over to the first-year “extraordinary” depressed-area pro- 
gram of the “Cassa per il Mezzogiorno.”” Reclamation works un- 
dertaken with ECA counterpart to date have produced 150,000 acres 
of newly irrigated land, 500,000 acres of reclaimed land, 680 miles of 
farm roads, and 340 miles of aqueducts. 

Much remains to be done, especially development on individual 
farms lying outside areas affected by the depressed-area program. 
Farm credit 

One of the greatest barriers to agricultural development in Italy is 
the shortage and consequent high cost, of credit of all kinds. Com- 
mercial credit is rarely available at less than 10-percent interest and 
more often than not the farmer pays up to 15 percent. In parts of 
the rural south local rates go up to 50 percent. This lack of credit 
limits (a) the spontaneous formation of new small holdings; (6) land- 
improvement and transformation work; (c) purchases of farm requi- 
sites and livestock; (d) development of an orderly distribution system. 

Several limited but important attempts have been made to overcome 
the agricultural credit shortage: 

1. A portion of the funds earmarked for the land-redistribution 
program is to be used for low-cost credit to the new owners. 

2. A “fund for the formation of small land properties’’ provides for 
purchases and sale of large estates to small holders united in coopera- 
tives under 25-year mortgages. This fund has been endowed with 
2.6 billion lire since its creation, 2 billion of which came from ECA 
counterpart. 

3. A sum of 1.5 billion lire from Interim Aid counterpart was made 
available for low-cost land-improvement credit in the south and an 
additional 1.5 billion from ERP counterpart is being provided under a 
new law which will place the 3 billion on a rotating basis at 4-percent 
interest with up to 20-year amortization. This law may become a 
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precedent for other credit programs, especially by the Cassa per il 
Mezzogiorno. 

4. Two billion lire of ERP counterpart was loaned at low interest 
rates for farm mechanization. 

5. The Government and commodity associations extend credit for 
poling programs of certain crops, such as wheat, rice, hemp, and olive 
oil. 

The small attempts at solving the credit problem only serve to 
emphasize how much has yet to be done. It is expected that an 
over-all program for alleviating the credit situation in both the land 
improvement and operating sectors will shortly be presented to 
Parliament. The press reports that it is proposed to make available 
160 billion lire over a 4-year period for a rotating low-interest credit 
fund for irrigation, machinery, and housing. 

A complete overhaul of the Italian land-tax structure does not 
appear immediately possible or necessary. The general income-tax 
reform which is currently underway is expected to benefit agriculture 
indirectly. Attention might well be directed to possible minor reforms 
such as the easing of the burden of turn-over, communal or excise 
taxes on staple foods and farm requisites, and the encouragement of 
land development or sale through heavier taxation of underdeveloped 
land which could be put to more productive use. 

The much-talked-about reform of the social-security system would 
also improve conditions of farm laborers and croppers, and perhaps 
ease the heavy burden which social security imposes upon agricultural 
employers. 

Italy has begun a broad program of land reform involving the 
expropriation of land from large estates, with full payment to the 
owner. The land is transferred to peasant owners. The program also 
calls for extensive efforts to increase the productivity of the land. 
By the end of 1951 the land-reform agencies had selected nearly 
1,500,000 acres of land for expropriation, had expropriated about 
400,000 acres, and had redistributed about 100,000 acres to the peasant 
owners. The lag between expropriation and redistribution results 
from the Government’s efforts to rehabilitate the land prior to turning 
it over to the new owners. 


Other reforms 


The Government’s 10-year program for the improvement of the 
economic and social conditions in southern Italy (Cassa per il Mez- 
zogiorgno) has recently been extended to a 12-year program. Also 
the yearly expenditure on the program will be increased from 100 
billion lire to 110 billion lire per year. 

The Government’s new budget provides for an extensive investment 
program aimed at combating unemployment and improving social 
conditions. To this end the budget provides for substantial Govern- 
ment investments in housing, reforestation and other public works, 
natural-gas distribution, and loans to agriculture and industry. Part 
of this program is designed to repair the damages wrought by the 
recent ae 29 To finance the flood rehabilitation and related public 
works the Government has launched a 100-billion-lire loan drive, 
which has been oversubscribed. 

The landowners, under the land distribution program, must receive 
full value of the expropriated land based upon the declared value of 








66 STUDY MISSION TO GERMANY AND OTHER COUNTRIES 


the land for tax purposes. Part of the payment will be in cash to. 
enable the individual to improve his remaining land and part will be 
in long-term Government bonds. 


ATTITUDE AND CONTRIBUTION OF ITALY 


Although Italy is poor in natural resources and is beset by serious 
problems, we feel that in return for American aid, which is consider- 
able, this country can make a still greater effort in the development 
of her military forces for NATO defense purposes and in contributing 
to the unification of Europe. 

Italy, projecting as it does into the Mediterranean, is of strategic 
importance in helping the free world control this important waterway. 
It constitutes along with Greece and Turkey and Yugoslavia, which is 
anti-Soviet Union, the southern front, preventing the Russians from 
reaching the Mediterranean. 

Italy i is a member of the Schuman plan and is one of the nations 
carrying on conversations on the formation of a European army. In 
these respects Italy is in a position to play an important role in the 
development of European unity. The committee learned that Italy 
is strongly for a united Europe and we feel that one of the major 
contributions which we can make to the free world is to give her 
wholehearted cooperation in achieving this objective. 

As a member of the NATO organization, Italy is expected to. carry 
its full share in the defense program of the free world. The country’s 
low per capita income and modest natural resources are limiting 
factors, but its reserves of unemployed workers and reserves of unused 
industrial capacity permit a substantial contribution, if the requisite 
raw materials and other supplies can be obtained and financed. 


CONCLUSIONS 


Italy is most friendly to the United States. This is accounted for 
by the fact that Italian people have millions of relatives in this 
country. The United States has taken an understanding attitude 
of Italy’s internal and external problems, including Trieste. Fur- 
thermore the Italians are very grateful for United States economic 
assistance, through the ECA program, and other United States eco- 
nomic and military aid. The De Gasperi government is stable’ and 
pro western. Italian morale is good. Italy, as @ result of treaty 
revision, will be able to play an increasingly helpful role in western 
defense. 

Communism, although a force principally in the northern part of 
the country, is not growing and appears to be under control. 

The question of Trieste is an emotional question and it would be 
most helpful to solving international problems if this issue could be 
settled. 


The financial structure of Italy must be revised to meet the needs 
of the modern day. 

The Italians stand strongly for a unified Europe. If the European 
army is adopted the Italian forces can become a most effective part of 
this defense effort. Further United States assistance, both military 
and economic to Italy as well as any other country, should be measured 
by self-help and contribution toward the Mutual Security Program 


and the efficiency in which the money is spent. Waste im the use of 
funds must be eliminated. 
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In fulfilment of our tasks in reporting on Spain, we propose to re- 
view, to analyze and to offer constructive criticism when necessary. 
The delicate diplomatic situation calls for discretion and reserve. It 
involves airing past events, including mutual errors in the present 
critical world situation, to guide us in the future. This must and can 
be done in an endeavor to bring better understanding and closer rela- 
tions to a people rich in history and culture. 

The last two decades have been troublesome to Spain. Generalis- 
simo Franco acquired the leadership of a nation chronically impover- 
ished by the flagrant dissipation of vast domestic and colonial wealth, 
natural and monetary. The regimes preceding him in power, by cor- 
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ruption and venality of a socio-political elite, ravaged the nation and 
retarded that nation from economic advancement. 

The survival of Spain as a nation bears testimony to the furious 
patriotism, provincialism, and tradition of the Spanish people. The 
qualities of the Spanish people—of all peoples on the face of the earth 
—make them the fiercest opponents of both foreign oppression and 
human regimentation, and this, despite a history of centuries of 
misrule tolerated because it was Spanish misrule. The Spaniard is 
first, last, and always, proudly individualistic. 


AREA AND POPULATION 


Spain, which occupies the greater part of the Iberian Peninsula in 
the extreme southwestern part of Europe, has an area of 195,678 
square miles (one-twentieth of the total area of Europe), and a total 
population of 28,626,830. It should be noted that out of 28 million 
population, about 10 million live in towns of more than 10,000 and 
half of these live in the 10 cities of more than 100,000. It has sov- 
ereignty over the Balearic Islands in the Mediterranean and the 
Canary Islands in the Atlantic. 

The Pyrenees Mountains guard her borders with France. Most of 
the country is an arid plateau, averaging 2,000 feet above sea level, 
some of which is best suited for sheep grazing. Fertile coastal areas 
in the east and south are separated by mountains from the central part 
and support important agricultural and commercial enterprises. The 
long coast line makes fishing an extensive industry, the chief products 
being sardines, tuna, and cod. This coast line provides major ports 
natural and developed—four on the Bay of Biscay, four on the Atlan- 
tic, and seven on the Mediterranean. These afford valuable poten- 
tialities for the naval defense of the west and emphasize the importance 
of the United States concluding bilateral agreements with Spain at the 
earliest possible date. 

Madrid, the capital, with a population of 1,519,735,' is the govern- 
mental, financial, and cultural heart ofthe nation. It stretches out 
over an area of approximately 47 square miles. On the outskirts, in 
the village of El] Pardo, is a former royal palace, now the residence of 
Generalissimo Francisco Franco, where the subcommittee visited for 
an interview with the Chief of State. 


THE SPANISH ECONOMY 


Economic conditions in Spain are unsound, comparable to the 
economic conditions that existed in other countries of Europe prior to 
the United States aid furnished those nations through UNRRA and 
the ECA. Production and the standard of living are the lowest in 
Western Europe. Its per capita consumption is perhaps lower than 
in Greece. 

Agriculture 

Spain is primarily an agricultural country, but after the civil war, 
the Government inaugurated a policy of increasing industrialization 
to the relative neglect of agriculture. Agriculture shows all too plainly 
the effects of neglect, and the Government’s present efforts are directed 
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toward improving this situation by attempting to increase both agri- 
cultural and industrial production, control food distribution, and step 
up food imports. Agriculture’s principal needs are irrigation, fertilizer, 
and insecticides. Farming and related pursuits employ about 60 per- 
cent of the economically active population. Wheat is the principal 
crop and at present is anticipated to run between 4 and 4.5 million 
tons as compared with 3.4 million tons in 1950. There is considerable 
production of barley, oats and rye, rice, pulses, olives, grapes and wine, 
potatoes, onions, and oranges. Two-thirds of the farms, however, 
are on the great central plateau where the rainfall is scanty (averaging 
12 inches) and much of the soil is thin and underfertilized. There is 
irrigation in only about 8 percent of the cultivated area. 

Farmers have the disadvantage also of obsolete equipment. The 
1948 census indicates that 2,762 draft animals and about 12,000 
tractors were used for farm work. This is equivalent to one animal 
for about 17 acres of cropland (including fallow), and one tractor for 
every 4,000 acres. In the United States, there is a work horse or mule 
for every 52 acres of cropland. Expressed per 100 acres of cropland 
the comparison is as follows: 


In number 


. United 
Spe = 
Spain States 
| 
Draft animals 5.9 1.9 
Tractors 7 | - 025 1.0 


In addition, the country has suffered drought for the last 10 vears 
prior to 1951 when they had sufficient rain to produce a bumper crop. 
This drought was responsible to a great degree for reduced agricul- 
tural production. A 20 percent reduction in agricultural commod- 
ities has been suffered, but the population of the country steadily 
increases. 

The country has found difficulty in raising sufficient foodstuffs to 
meet the basic living needs of its people. Information made available 
to the subcommittee was that the average daily intake amounted to 
1,400 calories as against 3,000 in the United States. Food production 
must be increased not only for economic rehabilitation but to keep 
pace with the increase in population. The birth rate in 1950 was 
20 for every 1,000 inhabitants, while the death rate was about 11. 
Total population has increased by approximately 3,000,000 since the 
civil war. 


Industry 

Spain’s important industries are those connected with the prepara- 
tion of wine and fruits and the manufacture of cotton and woolen 
goods. Paper and chemical industries have value, and the fishing in- 
dustry employs a considerable number of people. Basic to all is the 
lack of raw materials, power, and new equipment which the ec onomy 
is too poor at the present time to provide adequately. This results 
in factories working part time and not producing sufficient consumer 
goods to combat the inflatién which the country has been suffering 
since the beginning of the civil war. The gap between wages and 
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prices has steadily widened, leaving the bulk of the people hard put 
to obtain even the bare necessities of life. The average per capita 
income is as low as $165 per year. The country cannot produce the 
heavy machinery necessary to modernize its industries. Shortages 
of foreign exchange have made it difficult to permit the import of 
enough raw materials, machine tools, coal, and foodstuffs. The 
stimulus given Spanish industry by World War II is mainly felt in 
the light industries. 

Spain has valuable resources in minerals among which are coal, 
cobalt, lignite, copper, iron, lead, and zinc. The subcommittee was in- 
formed, however, even the poorest mines must be in production to 
fulfill the demand for these products. 

Electric energy output has increased and is a bright spot in the 
economy. Even rural areas have electricity. However, supply 
barely keeps up with demand, and chronic drought reduces the 
potentialities of the electric system. A national grid is needed to 
supply electricity to the entire country, transferring through trans- 
mission lines electric power from areas of surplus to areas of deficit. 


Money, prices and wages 


The Spanish peseta, the unit of currency in Spain, is rigidly con- 
trolled by the Foreign Exchange Institute with regard to exchange 
for any foreign currency. The official rate is set by the Government 
and penalties: are severe for any violations. In 1936 before the Spanish 
civil war the peseta exchange was 5 to $1 United States currency. In 
1946 the preferential rate for tourists was 16.81 pesetas to $1. This 
rate was increased to 25 to $1 in 1949, and is now approximately 
39.50 to the dollar. Exchange rates for import of some commodities, 
however, have been offic ially set as high as 60 pesetas to the dollar 
during the past several years. 

Conversion of figures from pesetas to dollar value raises serious 
problems since Spain has multiple exchange rates; e. g.: 

The official basic rate of exchange is 10.95 pesetas for $1 for 
buying, and 11.22 pesetas to the dollar for selling (this rate is used 
understandably for few transactions) ; 

The export “trade” rate is 21.9 to 37.85 pesetas to the dollar; 

The “free peseta”’ rate, the official market rate given to tourists, 
is 39.84 pesetas to the dollar. 

. The black market (Tangier rate) oscillates around 52 pesetas to 
the dollar. 

The gross national product of Spain is estimated at approximately 
$4 billion a year. Unofficial Spanish estimates indicate that national 
income, at constant prices, has increased little during the past 10 
years. The distribution of wealth and income has become increas- 
ingly unequal, with an increasing share going to the Government, in- 
cluding numerous semigovernmental organizations, and the party 
bureaucracy, to entrepreneurs, and to landholders, at the expense of 
the average farm and urban worker. It has been said that the aver- 
age worker today has a real purchasing power of about 50 percent 
of that of the pre-civil-war worker. 

Prices in Spain increased rapidly during 1939-41, leveled off during 
1942-44, and have increased steadily since 1945. Inflation has been 
fed by the absolute shortage of food and other consumer goods, by 
general speculation in industrial inventories, consumer goods, and 


STUDY MISSION TO GERMANY AND OTHER COUNTRIES 71 


real estate, by inflationary financing of the public budget and by the 
slow spiraling of officially determined prices and wages. ‘The official 
price index is now three to four times higher than in 1940 and seven 
to eight times higher than in 1935. The cost of living index, which 
takes into account necessary purchases on the black market, has 
risen twice as fast as the official wage index. The disparity between 
income and prices, particularly in the towns and cities, has increased 
more rapidly during the past year. The official cost of living index 
rose by more than 25 percent between the spring of 1950 and the 
summer of 1951. 

In the last half of 1950, the wages of most non-Government workers 
were increased by about 25 percent, and early in 1951 Government 
salaries were increased by 30 perc ent. These ine reases, however, 
were wiped out within a year due to inflationary conditions. 


Welfare 


The first social legislation enacted in Spain in 1908 included old-age 
pensions, sickness and maternity benefits, workmen’s and unemploy- 
ment compensation and family allowances. ‘Through successive laws, 
these programs have been implemented. A social security plan to 
which workers pay approximately 5 percent of their wages; a family 
subsidy depending on additions to the worker’s family; marriage loans 
and marriage bonuses intended to encourage the growth of population, 
are among some of the social benefits. ‘The Government sponsors an 
auxiliosocial program that takes care of social welfare and the needy 
class. Appropriations for the operation of this program are derived 
from several sources, one of them being the collections made each 15 
days on the streets, in public parks, theaters, cafes, etc. The money 
thus collected is used for the free distribution of food and clothing to 
the poorest people and for the support of hospitals, child centers, and 
the like. 


Housing 

Housing for the average worker is poor. There were 14,695 new 
units completed in 1950 but they were mainly luxury apartments 
and houses. In the new houses, the rents were too high for average 
workers. 

Sanitary systems, except in the newer areas in the larger cities, are 
poor when judged by our standards. Plumbing in towns and villages, 
for the most part, is not existent. 


Employment 


Unemployment is not a serious problem at present. In fact, the 
subcommittee was told there is full employment. This does not 
present a true picture since factories count as full-time those workers 
who actually work only part time. To supplement their income, 
many workers—white collar, professional as well as factory—find it 
necessary to have two or three jobs. 

Syndicates 


The syndicate law of January 6, 1940, established preliminary 
form and control of the syndicalist organization. 

The top man in the sindicato hierarchy i is the Delegado Nacional 
de Sindicatos. His title of “delegate” arises from the fact that he 
is appointed by the Chief of State to direct the sindicatos. He has four 
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vice secretaries, who are his chief aids for social affairs, economic 
affairs, sindicato projects (housing, cooperatives, etc.), and ad- 
ministrative organizations. They and their staffs make up the Dele- 
gacion Nacional de Sindicatos. 

Vertical syndicates supplanted all union associations and other 
organizations for the protection of economic interests of productive 
groups. According to the law, employers, technicians, and laborers 
are affiliated with the national syndicate in their respective branches 
of production. A branch of production extended “vertically” from 
the raw materials stage to the finished product through the indus- 
tries and firms engaged in processing and marketing. National syn- 
dicate controls coordinated the nationalist syndicates on a regional 
basis and the whole structure is controlled by the Falange and answer- 
able to the Chief of State. The trade unions (syndicates) act as a 
vehicle for the control by the Government of production, wages, 
salaries, labor relations, ceiling prices, and the allocation of domestic 
and foreign commodities. Another step in the control is the enact- 
ment of legislation that makes necessary an official authorization to 
open new plants and factories. 

The whole of labor relations is regulated in Spain by a series of 
laws, regulations and decrees which seek to cover every eventuality. 
Collective bargaining is unknown and the collective labor contract, 
so familiar to Americans, is substituted by Government regulations. 
Needless to say, strikes and lock-outs are forbidden—regarded as a 
menace to the state. Participants in strikes are subject to court 
martial rather than civil trial. Labor disputes are resolved by the 
syndicates and Government labor courts. The latter were established 
October 7, 1940. They are competent in disputes involving employ- 
ment, wage contracts, and social security and are a last resort when 
the syndicates are unable to resolve a dispute. 

When the syndicate system was first organized, all positions were 
appointive. The reason for this was obvious—to use persons who 
could be counted on politically. In 1943, after the regime was 
sufficiently strong, steps were taken to allow the members of syndicates 
to have a voice in electing their leaders. First syndicate elections 
were held in 1944. The elective posts were limited to the lower 
echelons. 

The tables following show in simplified form the manner in which 
the syndicates were organized. Table 1 shows the relationship of the 
national leadership of the whole system to the Government and to the 
subsidiary parts of the syndicate organization. Table 2 shows the 
organizational structure of a typical national syndicate. Among these 
are: the National Textile Syndicate, the National Chemical Syndicate, 
the National Hotel and Restaurant Syndicate, and the National 
Water, Gas and Electric Syndicate. 
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DELEGADO NACIONAL DF SINDICATO 





NAT'L VICE SEC'Y NAT'L VICE SEC! SECRETARY NAT'L VICE SEC'Y 
SOCIAL SIDE ECONOMIC SIDE GENERAL j|{SINDICATO PROJECTS 
(A) 


NATIONAL SINDICATO NATIONAL SINDICATO 
NATIONAL CHIEF 





NATIONAL SINDICATO 





| Social Chief} 
L Junte Social] 
(B) 










DELEGADO PROVINCIAL 





VICE SEC VICE SEC'Y 
SOCIAL PROJECTS 
(C) 





SINDICATO PROVINCIAL }] SINDICATO PROVINCIAL 
Jefe Provincial 
Jefe Social Jefe Economico 





SINDICATO PROVINCIAL 





(A) National Sindicatos - 23 in all. 
(B) Delegados Provinciales - 50 in all. 


(C) Sindicatos Provinciales - 23 in each province. 
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FRANCO) 
 MINISTER-SECRETARY GENERAL 1 


Nation ocis Nationa conomic 
Chief Chief 

ational Social National Economic 
Junta Junta 

Provincial Sindicato 
Chief 

Provincial Social} } PROVINCIAL SINDICATO!| Provinciel Economic 

Chief SECRETARY Chief 


LEGAL ADVISERS 


Provincial Social Provincial Economic 
Junta Junta 


fim) (fim) [Fim 


Note: Those appointed in capital letters; those elected in lower case. 


It should be noted in the foregoing tables that the appointed officers 
in the syndicates are in capital letters; those elected are in smaller 
type and lower case. 


Public debt 


The Spanish domestic public debt, as of October 1, 1951, was esti- 
mated at about 63 billion pesetas, corresponding to approximately 
one-third of the Spanish gross national product. On a per capita 
basis, the domestic public debt represents about 2,250 pesetas. The 
interest paid on such debt is between 3.50 and 4 percent on state and 
treasury obligations, and up to 6 percent for other semi-Government 
issues and obligations issued with Government guaranty. The break- 
down of the internal public debt follows: 

Pesetas 
State and treasury obligations... . 2. ect en 56, 835, 167, 500 


RPegOr rn TIONS. Ce Se ee ee ae tea 6, 882, 825, 000 
Private and semigovernmental issues guaranteed by the Govern- 


UO hie ee Pe ie a ee ae ee ie 587, 512, 000 





ONL an wens cecsnengewsbamtaha aden siteeeeaial 64, 305, 504, 500 


In addition, Spain has dollar debts amounting to $145.5 million 
as follows: 


pens de Bancus Palen... <6 30s ee te ak awed $9, 000, 000 
Chase National Bank (with gold collateral) _................__--- 30, 000, 000 
National City Bank of New York (with gold collateral)__...._.-_-- 30, 000, 000 
REPOrO-4 We RRM. 2. . 5s «icone a benlkwdindad Cees eee nL Aaee 62, 500, 600 


International Telephone «& Telegraph Corp. (4 percent) (approxi- 
NIE is hc cock cece Sees s eae ae ee ace 14, 000, 000 
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Spain has also a special debt with Italy, amounting to 3.3 billion 
lire (about $5 million), which was contracted during the Spanish Civil 
War, and a debt of approximately 3.6 billion pesetas with Argentina, 
mostly for wheat purchased in 1947, 1948, and 1949. An additional 
small foreign debt is the so-called perpetual 4-percent debt, about 76 
million pesetas 

Interest paid on the public debt in 1951 amounted to about 2.8 
billion pesetas, about 1.4 percent of the gross national product. 


Budget and taxation 

It is estimated that the Central Government absorbs 10 to 12 percent 
of the gross national product. In recent years about 84 percent of 
total expenditures have been covered by current receipts, leaving 16 
percent to be financed by borrowing. Total receipts and expenditures 
of the Central Government include those covered by the state budget 
proper and the budgets of the autonomous organizations (depart- 
ments financed by governmental budgets). The expenditures of the 
latter organizations which are agencies of the Government keeping 
separate records, account for over 20 percent of the total. 

The following receipts and expenditures are for the state Govern- 
ment alone and are presented on a gross basis: 


[Millions of pesetas} 


1948 | 199 | 1950 1951 | 1952 


Budgeted revenue... 15,115 | 16, 743 | 17,848 17, 348 20, 751 
Budgeted expenditures . - ‘ | 15, 196 | 16, 783 18, 052 19, 503 | 22, 746 
Budgetary deficit | —8 —40 —204 —1, 655 —1, 994 
Supplementary appropriation - } —239 | — 853 1, 160 (*) 
Total deficit | —320 | —R893 | —1,34 —1,655 —1, 994 





' Not available 


The figures shown above understate the deficits for 1948 to 1950 
because revenues were overestimated in the budgets for these years. 
Cash receipts and expenditures for these years were as follows: 


[Millions of pesetas} 


1948 1949 195% 
Cash receipts vedbdewu ; 13, 144 14, 266 16, 687 
Cash expenditures. . ‘ ‘ 15, 417 16, 155 18, 695 
Cash deficit —2, 273 —1, 889 — 2, 008 


Of the total expenditures under the state budget for 1951, the 
amount allocated for the national defense is estimated at about 8.2 
billions of pesetas or approximately 42 percent of the total budgetary 
appropriations. Defense expenditures for 1950 were 7.8 billion 
pesetas or 43 percent of the total budget in that year. Certain mili- 
tary expenditures are also made by autonomous organizations. 
Total Spanish defense expenditures represent approximately 4.5 
percent of the estimated gross national product. . 

Autonomous organizations are Government departments with 
separate budgets not included in the state budget proper. They are 


\ 
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financed partly by Government subsidies, partly through separate 
sources of revenue, e. g., fees, social security, and partly by the floating 
of bonds with state guaranty. In 1950 there were 964 such organiza- 
tions among the most important of which were the National Institute 
Industriale (INI) whose budget was 1 billion pesetas; the National 
Railroad (Renfe); the National Institute for Social Security; Military 
Construction Service and Canal Administration. The autonomous 
organizations are under direct control of the state. 

The consolidated receipts and expenditures, budgeted by these 
organizations for the years 1948 to 1950, on a gross basis, were as 
follows: 

{Millions of pesetas] 


Allocations | 
Year | from the Other Expendi- 


state receipts tures Deficit 
budget 
1948 1,153 2, 671 4, 592 —758 
1949 1,051 2, 979 5, 274 —1, 244 
1950 : é 1,378 3, 444 6, 199 1,377 


The Spanish businessman has suffered little financial loss during 
the last 3 years in comparison with the failures in INI. The com- 
mittee was informed that if the INI is permitted to continue to lose 
money, it will very likely absorb most of the investment funds in 
Spain. 

The deficits of the autonomous organizations, added to those of 
the state budget, represent the total deficit of the central Government. 
The Spanish tax system, like other tax systems in Europe, is regressive 
in nature, relying largely on indirect taxes and monopolies. Direct 
taxes are expected to yield 8.5 billion pese tas, or about 41 percent of 
the total revenue. Most of this revenue is derived from property 
taxes—little from income taxes. There is widespread evasion in the 
payment of income and corporate taxes and it is apparent that prop- 
erty taxes supply most of the tax revenue. 

The subcommittee believes there should be a drastic revision and 
positive reform in the tax systems of Europe. It is not the desire of 
the committee to recommend interference in the internal affairs of 
any nation, but when that nation seeks assistance from the United 
States, we believe it is our duty—both to ourselves and to the recipient 
nations—to request tax reforms that would result in an equitable 
distribution of the tax burden and enable those countries to assume 
their share in their self-support and make their full contribution to 
the common defense. 

The budget recently approved by the Cortes for the biennial period 
1952-53 shows that the bulk of the revenue accruing to the Spanish 
National Government is accounted for by indirect taxes. Excise 
taxes and other forms of indirect taxation are expected to yield 9.6 
billions pesetas, or 46 percent of the total revenue. Monopolies and 
other entities will yield 2.2 billions, thus raising the over-all burden 
of indirect taxes of 11.8 billions, or 57 percent of the total rev - 
Although a statistical break- down of excise taxes is not available, i 
is generally understood that luxuries are not heavily taxed and that 
the tax burden, consequently, falls mainly on the lower-income groups. 
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Assessment and collective techniques are rather antiquated, and 
are believed to leave room for loopholes and evasion. Among the 
examples of inadequacies in the tax structure in Spain is one of the 
methods of collecting funds for the needed auxiliosocial program. 
This collection on streets and in public places has been described in 
the foregoing paragraph on ‘‘Welfare.” 

The budgets of the local governments include expenditures which 
increased from 2.6 billions pesetas in 1947 to 3.5 billions in 1950. 
About one-fourth of the local government expenditures is covered by 
subsidies from the National Government. Licenses, local excise 
taxes, and miscellaneous cover the balance. The most important 
items in the local government budgets are public works, health, local 
debt, service, welfare, education, and social assistance. 

Foreign trade and balance of payments 


Complete information is not available in the field of foreign trade 
and international transactions. Some statistics are not published and 
some are of limited significance. The interpretation of the importance 
of foreign trade in the Spanish economy is complicated also by the 
multiple exchange-rate system prevailing in Spain. 

Information published by the International Monetary Fund indi- 
cates that total Spanish exports have gradually increased from $266 
million in 1946 to $389 million in 1950. During the same period 
imports increased from $302 million in 1946 to $468 million in 1948 
and $390 million in 1950. The physical volume of trade shows a sub- 
stantial improvement in the field of exports; the index (1935=100) 
raised from 77 in 1946 to 140 in 1950. The index of volume of imports 
(1935=100), on the other hand, from 74 in 1946 increased to 100 
percent in 1948 and was decreased to 92 percent in 1950. 

The greater proportion of Spain’s trade with Western Europe is 
with the United Kingdom. The 5-year average from 1946 to 1950 
shows a favorable balance of $18.8 million, which is about equal to 
that of all other Western European countries combined. In recent 
years there has been a tendency to shift imports of machinery from 
the United Kingdom to France and Germany and, on the export side, 
to promote the sale of food and textiles. In this manner sterling 
balances were increased, thereby partially offsetting the loss of con- 
vertible foreign exchange resulting from decreasing sales to the 
United States. 

Spanish-French trade has become important only since 1948. 
Political factors and the conditions of the French economy immedi- 
ately after the war did not encourage the interchange of goods. 

Germany was a traditional supplier for Spain. There have been 
recent signs that Germany will once again become the principal 
supplier of equipment for Spanish industry. 

Spain’s trade with Latin America is largely based on the purchase of 
wheat, nitrates, and cotton. With the termination of the Franco- 
Perén wheat agreement, however, Spain has had to look to other 
sources, including the United States, Canada, Australia, and France, 
for its wheat supplies. 

Spain’s trade with the United States in 1950 showed some recovery 
which will probably continue. Traditional exports to the United 
States include olives and olive oil, wines and liquors, and, of recent 
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importance, scarce materials such as wolfram (tungsten). Exports to 
the United States in 1951 were about $60 million. 

In 1950 about two-thirds of the Spanish imports were raw materials 
(chiefly petroleum, copper, and fertilizer), while 14 percent was 
machinery and equipment and 11 percent foodstuffs (mainly wheat). 
On the other hand, 62 percent of Spanish exports were foodstuffs 
(oranges, wines, olive oil, etc.), 19 percent textiles, and 14 percent 
minerals. 

No statistics are published on the over-all balance of international 
payments, nor on the foreign-exchange assets owned or controlled by 
the Spanish Government. The statistics published by the Inter- 
national Monetary Fund indicate that the dollar exchange held in 
United States banks by the Spanish Government, as well as by Spanish 
citizens, decreased from $32 million in 1945 to $18 million in November 
1951. During the same period unencumbered gold reserves decreased 
from $111 million to $50 million, the difference having been used 
almost entirely for collateral in the two dollar loans granted by the 
Chase National Bank and by National City Bank of New York. 
Immediate prospects 

Some observers feel many of the economic difficulties in Spain are 
largely the result of the direction given the regime’s economic policy; 
growing participation of the Gover nment in industry to the discourage- 
ment of private enterprise; excessive manipulation of the mechanism of 
foreign trade, including an unwieldy multiple foreign-exchange rate 
system ; emphasis on industrial expansion at the expense of agriculture; 
excessive control of production and distribution of farm products; 
lack of measures to attract a flow of foreign private capital and the 
restrictions imposed on such investments; and a syndical system 
tightly controlling all economic groups, with labor not free to organize 
and voice its suggestions for improvement of living standards. Recent 
measures, including removal of controls over some foods and simplifi- 
cation of the exchange system, suggest that a more liberal policy may 
be adopted to the extent the resources of Spain permit. 

The convertible economic assets of Spain chiefly comprise its 
traditional exports including some minerals and metals in world short 
supply, improved tourist-trade prospects, and an excellent 1951 crop, 
especially in wheat. Her major long-range asset is her sturdy, hard- 
working ‘people among the masses. 

The immediate assets are outweighed by the immediate liabilities. 
The liabilities include outmoded agricultural methods, lack of mecha- 
nized equipment, and the need for importing fertilizers; obsolescent 
industrial plant, low productivity and inefficient technique combined 
with shortage of fuel and raw materials; badly crippled and deficient 
transportation system; and foreign trade unproductive of favorable 
balances in hard currencies. 

World shortages and rising prices of many vital materials accom- 
panying the Korean and world crisis have given Spain new hope in its 
ability to produce certain minerals and metals of strategic importance. 

Hopes of economic improvement for Spain appear inextricably 
linked to a need for assistance from abroad—both financial aid, 
through private and Government channels, and technical assistance in 
all economic phases. 
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Every effort must be made to improve the standard of living of 
the low-wage group which should lead to the creation of a middle 
class. 

ORGANIZATION OF GOVERNMENT 


The present Spanish Government came to power as a result of a mil- 
itary revolt which began on July 18, 1936. Generalissimo Franco has 
been Chief of State since September 29, 1936, when he was so named 
by a group of seven Army officers who had ‘assumed control of the 
uprising. The Government of Generalissimo Franco has_ been 
sustained in power since its origin through the army, certain church 
leaders in Spain, wealthy landed and commercial interests, the 
Falange (the one political party permitted in Spain), and from the 
fact that it provides order within the country. Some monarchists 
support and other monarchists oppose the Franco regime. 

The Government is theoretically a monarchy but actually a dic- 
tatorship, headed by the Generalissimo who serves as Chief of State, 
Prime Minister, commander in ‘chief of the armed forces, and chief 
of the Falange Party. He governs principally through his Cabinet, 
which was reorganized on July 19, 1951. 

The Cortes, or Parliament, is a unicameral semi-legislative body 
with limited functions. It is composed of about 475 members, the 
majority of whom are either appointed directly by Generalissimo 
Franco or are members ex officio through possession of another 
appointive office. The elective members, constituting about 45 per- 
cent of the total membership, represent the national syndicates, the 
Provinces and municipalities, professions, ete. Many of these repre- 
sentatives are elected by officials. They serve for a term of 3 years 
and are eligible for reelection. The principal officers of the Cortes 
are designated by Generalissimo Franco. Its main function is to 
approve legislation presented by the Government. Committees may 
submit bills to the president of the Cortes who will place them on an 
agenda if the Government agrees There is no provision for the 
introduction of legislation by individual members of the Cortes. 
Legislation may be initiated by a petition of 50 members to the 
permanent commission. If it is approved by the permanent commis- 
sion, it is passed to the Government who can then introduce it to the 
Cortes. Legislation is not enacted without the approval of the Chief 
of State. 

The Government derives its powers to a large extent from the armed 
forces, of which the army is by far the most important branch. 
While the rank and file are conscripts who normally serve for 2 years, 
military service is compulsory for all males at the age of 20 for 2 
years followed by a period of reserve status and they are reservists. 
until they complete 24 years of service. Most of the senior officers 
are professionals who fought under the Generalissimo in the civil war. 
The army is practically 100-percent loyal to Generalissimo Franco 
who will undoubtedly remain in power for the foreseeable future or 
until his death. 

All political organizations have been outlawed except the Falange 
which is regarded by the Government as a ‘‘movement”’ rather than 
a party. Through the operation of various laws, most Spanish 
adults are technically members of the Falange, but the active mem- 
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bers are relatively few. Many officials and other important employees 
of the Government are drawn from the ranks of the Falange. Thus, 
Spain is a a a 

ea the last year there was widespread reorganization in the 
Spanish Gove sania’ All but four Cabinet officers were replaced, 
these being the first changes in the Cabinet in 6 years. Innovations, 
particularly the liberalization of the press to some extent, including a 
tendency to permit guarded criticism of municipal affairs, rationing 
policy, etc., are indications that the dictator is endeavoring to rectify 
some of the objectionable features of his government. These improve- 
ments are no indication that Spain would become a democracy as we 
know it. 

In March 1947, 10 vears after coming to power, Generalissimo 
Franco declared Spain to be a monarchy. The law was approved by 
popular referendum. Provision was made for a king or regent to suc- 
ceed to the position of Chief of State following the death or a. 
tion of the Generalissimo. ‘The successor, if not named by Generalis- 
simo Franco, is to be appointed througb a specified procedure provided 
in the Act of Succession to the headship of the state, aecording to which 
Spain was constituted as a kingdom under the lifelong headship of 
Generalissimo Franco, advised by a council of the realm and a regency 
council, which, in unison with the Cortes of the kingdom, will, at some 
future date, secure the succession to the headship of the state and vest 
it in a personage of roval blood who must possess the qualifications 
required by the law of succession. If there is no such person the 
Regency Council and the Council of the Realm shall propose another 
regent to the Cortes. To qualify, a candidate must be male, of royal 
blood, a Catholic, at least 30 years old, a Spaniard, and must possess 
the qualifications necessary for the position. He must swear allegiance 
to the fundamental laws and to the principles of the National (Franco) 
Movement. 

The general was asked about implementing the law of succession 
and about the future of Spain. He replied that Spain is a monarchy 
and likened his regime to the council of the realm, saying that it was 
not a new procedure. At the appropriate time, Spain will have a 
prince named, but it must find a man able to take over the duties of 
ruling the nation. In our opinion, Generalissimo Franco (who is 
empowered under the law of succession of 1947 to name his own suc- 
cessor after consultation with the council of the realm) will not take 
avy such action in the immediate future. 


POLITICAL SITUATION 


The major problem of the Government, so far as domestic affairs are 
concerned, is to satisfy the requirements of the Spanish people with 
regard to their standard of living. The disturbances in Barcelona, 
San Sebastian, Bilbao, Pamplona, and Madrid, between February and 
June 1951, apparently were due to widespread dissatisfaction with 
the present conditions of life. Evidence suggests that these dis- 
turbances were not political or Communist inspired. On the other 
hand, there is no indication that the Government of Generalissimo 
Franco is immensely bara rws Since there has been no election or 
public opinion poll, it is impossible to gage his personal popularity. 
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As an authoritarian state, the Government does not permit the 
political rights which Americans enjoy. There is no general right of 
assembly. Press censorship has: been lightened somewhat to allow 
editors more discretion. But the people are not under as close sur- 
veillance as in some other authoritarian states. Spaniards speak 
freely and even air their grievances against the Government. 

Spain is the most predominantly Catholic country in the world, 
with approximately 15,000 to 20,000 practicing Protestants and about 
4,000 Jews. There are about 200 Protestant churches and chapels 
in Spain, located for the most part in the larger cities—Madrid, 
Barcelona, and in the region of Galicia. There is one such church or 
chapel for every 200 people. The profession of the Roman Catholic 
religion, which is the religion of the Spanish state, enjoys official 
protection. The Spanish Bill of Rights of July 17, 1945, states that 
no one will be molested for his religious beliefs nor the private exercise 
of his religion. Ceremonies or external manifestations other than 
those of the Roman Catholic religion are not permitted. 

The committee inquired into certain allegations that segregation is 
practiced in the burial of the dead; that persons of religions other 
than Catholic were permitted to bury their dead but were forced to 
seal the bodies in vaults in a wall maintained at one side of the civil 
cemetery. The committee was reliably informed that this regulation 
was in practice in Barcelona but permits are now issued by the proper 
Spanish authorities for the burial of Jewish dead in accordance with 
orthodox religious requirements. 

The committee found no evidence of any ghetto—Jewish or Protes- 
tant. Persons may live where they choose and no questions regarding 
religion are asked of prospective tenants or buyers of real estate. 

It is the opinion of the subcommittee that the Spanish Government 
would do well to intensify its efforts in abolishing remaining oppres- 
sive and unreasonable regulations. Spanish officials and _ reliable 
American authorities in Spain assured the subcommittee that the 
Government’s religious laws are the same as those that existed under 
the monarchy. It is true that religions other than the Roman Catholic 
are discriminated against insofar as they are not allowed public demon- 
strations, certain newspaper advertising, and proselyting. The laws 
of July 20, 1939, and January 25, 1941, regulating the right of associa- 
tion, state that no societies may be formed without the approval of 
the Ministry of Interior. These decrees specifically exempt Catholic 
societies whose objective is exclusively religious; institutions or 
corporations which exist under special law; cooperative societies which 
are registered in the Ministry of Labor; and societies which are subject 
to syndical legislation. 

There is no doubt that in the past discrimination in Spain was car- 
ried out under these decrees. We were advised that the Protestant 
position has improved, but we do not question that there is room for 
further improvement. According to Generalissimo Franco, such 
intolerance as exists could be said to be the result of local prejudice. 
He was questioned as to his action concerning this problem. He 
replied that he often found it necessary to call in certain members of 
the clergy relative to intolerance in their areas, thereby implying that 
he is attempting to correct this situation. The subcommittee was 
informed that restrictions on public demonstrations are precautionary 
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measures intended to prevent the outbreak of protests or counter- 
demonstrations against the minute minority by overzealous leaders or 
individuals. For the same reasons, most other European countries 
having state religions are said to place limitations on religious services 
of the Catholic minority. 

Religious prejudices and the restrictions on labor organizations are 
viewed with disfavor by the Vatican according to certain Catholic 
publications in Spain. 

Relations between the Church, the Generalissimo, and the Vatican 
are not clearly defined. There is no concordat with the Vatican. 
Although Generalissimo Franco has no jurisdiction over the appoint- 
ment of the cardinals, he assumed King Alphonso’s prerogatives in 
the appointment of the bishops. Generalissimo Franco proposes six 
names in nomination for consideration. The Vatican may select 
three or may reject all six and ask for six other candidates. When 
the Vatican approves three nominees, Generalissimo Franco must 
choose one of the three. 

At the end of World War II, Spain was refused admission to the 
United Nations due to what was widely held to be her pro-Axis 
sympathies. Facts indicate that Spain maintained the status of a 
neutral or a nonbelligerent during the war, in the first place, because 
of the ravages and impoverishments which followed her internal 
civil war. In the second place, the Axis helped Generalissimo 
Franco’s forces in repelling Communist efforts. In the third place, 
although Generalissimo Franco’s sympathies may have been with the 
Allies, his efforts were limited because of the Allies’ acceptance of 
Russia as an equal partner, and for the same reasons, her activities 
toward Germany were limited when Germany had a pact with 
Russia. 

Although Generalissimo Franco’s official attitude was neutral, his 
sympathies must have been with the ‘Allies since the subcommittee 
was informed that Spain did not permit, although under pressure from 
the Axis, the German and Italian Armies to cross Spain in order to 
seize Gibraltar and to continue on to north Africa, and no Axis armies 
were allowed in Spain despite the fact that these powers had aided and 
supported Generalissimo Franco in his fight against communism 
during the civil war. 

Spain released hundreds of United States fliers. Fifteen thousand 
French got through Spain to Africa. The latter were permitted to 
leave Spain although Generalissimo Franco was advised of the Allies’ 
intention in north Africa at about the time the landing started 
north Africa. Sixty thousand Jews were permitted to enter Spain 
and were aided in proceeding to places of refuge. Therefore, history 
mav record that this status of neutrality proved more favorable to 
the Allies than is conceded. This evidence seems to demonstrate 
that Generalissimo Franco leaned toward the Allies but his efforts 
were limited due to the Allies’ acceptance of the Soviet Union as a 
partner. 

Spaniards have always been isolationists, and the U. N. resolution 
withdrawing ambassadors (since rescinded) made them more so. 

Spain is not a member of the North Atlantic Treaty Organization 
or the United Nations and it did not participate in the European 
Recovery Program. It hasa treaty of friendship and nonaggression 
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with Portugal, concluded in 1939, providing for consultation on 
matters of joint interest. 

Inclusion of Spain into the above organizations will not only make 
Portugal’s position more tenable, but it is realistic to conclude that 
such action is desirable. Ambassador Griffis stated that it will take 
a relatively short period to strengthen Spain. 


POTENTIAL VALUE OF SPANISH DEFENSE CONTRIBUTION 


The most immediate value of Spain for European defense is the 
geographical advantages it offers for air and naval bases. Since the 
Pyrenees Mountains constitute a natural defense barrier, they have 
strategic significance. However, the Pyrenees should not be misin- 
terpreted to be the first line of defense. Adequate European defense 
demands the wholehearted cooperation of all the Western European 
nations. Construction of air bases behind the Pyrenees and the de- 
velopment of Spanish naval bases would be a most effective contribu- 
tion to the defense of Western Europe. These would supplement the 
other air and naval bases in other areas of Europe and, in the opinion 
of the subcommittee, could be just as strategically important. 

It should not be forgotten that Spain is invaluable in the defense of 
the Mediterranean, controlling as she does, the entrance to the sea 
from the west. Therefore, Spain plays a strategic role in the defense 
of northern Africa and the Middle East. 

The value of the armed forces of Spain in the defense effort depends 
on a number of considerations. Spain has a large but poorly-equipped 
army and a well-trained corps of officers. It is one of the largest 
and toughest armies in Europe. It is well-trained and is an effective 
fighting force considering the state of its equipment. Estimates 
place the figure at 700,000 of which 400,000 are under arms with 
35,000 well-trained officers. The army today is well supplied with 
small arms but it is in need of heavy mortar equipment. There are 
eight army corps composed of two or three divisions each. Despite 
the lack of equipment, it is still an efficient and effective fighting force. 
The army, from all the subcommittee was able to learn, is 100 percent 
behind Generalissimo Franco. 

The Spanish fleet comprises 6 light and heavy cruisers; 15 destrovers; 
6 torpedo boats; 4 frigate-type vessels; 6 mine layers; 6 U-boats and 
a number of auxiliary naval ships. Spain has some 300 combat 
planes in mediocre operating condition. Most of them are old Italian 
and German aircraft which saw action in the Spanish Civil War and 
in World War II. 

There is a marked friendliness on the part of the people of Spain 
and on the part of the Franco Government toward the United States. 
Both Generalissimo Franco and the Foreign Minister (with whom we 
talked at considerable length) indicated their willingness to consum- 
mate agreements with us both militarily and economically. If we 
do not conclude these agreements with the Spanish Government at 
an early date, written in terms of our mutual security and mutually 
beneficial to both nations, we will be inexcusably shortsighted. 

However, before Spanish forces can assume an important role in 
European defense, money, equipment, and technical assistance will 
be necessary. 
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As recorded in A Decade of American Foreign Policy, the signatory 
countries of the North Atlantic Treaty did not invite Spain to par- 
ticipate though it is recognized that Spain is strategically important 
to the defense of the North Atlantic area. Whether Spain will be 
invited to parcicipate at a later date will depend upon the unanimous 
decision of the member nations. As a result, Generalissimo Franco 
views the North Atlantic Treaty Organization and the United Nations 
with an attitude of an individual who views an exclusive club with the 
conviction that he would not be accepted as a member. He much 
prefers a bilateral agreement with the United States. Generalissimo 
Franco stated that the attitude of Great Britain and France has 
changed considerably in the last 8 months. When asked why this 
change in attitude came about, he quickly replied, ‘‘Because the 
attitude of the United States has changed.” 


ATTITUDE OF SPAIN TOWARD PARTICIPATION IN DEFENSE 


The subcommittee explored in detail the attitude of the Spanish 
Government and of the people of Spain (to the extent this can be 
determined) toward participation in the program of defense against 
Russian aggression. <A frank discussion of this and other issues was 
held with Generalissimo Franco. 

The Generalissimo was asked directly if, after bilateral agreements 
had been concluded with the United States, the west were attacked by 
the Soviet Union, could we count on his cooperation and on the 
assistance of the Spanish armies. His answer was definitely “‘ Yes,” 
but there is no doubt that the Generalissimo has reservations regarding 
Yugoslavia. He pointed out however, that the implementation of 
such action would depend on “decisions which have not vet been 
made.” 

Generalissimo Franco expressed strong sentiments concerning the 
status of the satellite states and Soviet-dominated countries. He 
expressed his conviction that their continued bondage to communism 
is a shame and disgrace to the whole civilized world. Any negotia- 
tions and settlements with Russia must take into account the liberation 
of the enslaved nations. Spain has shown extreme sympathy to the 
fate of the people in the countries dominated by the Soviet Union. 
Generalissimo Franco insisted that the countries under Soviet domi- 
nation will have to be liberated, but believed that this could be done 
without a war. His theory was that with the strengthening of the 
free world, the tentacles of Soviet imperialism will be drawn in because 
of the tension of internal difficulties 

There is no question that the creat majority of the people of Spain 
are strongly anti-Communist. ‘Furthermore, Generalissimo Franco 
expressed a willingness for Spanish troops to fight communism where- 
ever necessary—not only on Spanish soil. 

The Spanish Government would welcome the use by the United 
States of airfields and seaports in Spain and would like to expand her 
facilities for military production. 

Spain does not like the attitude of France and the United Kingdom 
toward Spain and Spanish participation in NATO. Spanish officials 
say that they would prefer a strictly bilateral defense arrangement 
with the United States. 
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In the opinion of the subcommittee, the United States should not 
allow the prejudices of France and Great Britain or other nations to 
deter us from making at once agreements with Spain for the purpose of 
our mutual security and the security of the free world. We should not 
waste the opportunity that Spain presents to help us in this all-out 
struggle for survival. 


RECORD OF UNITED STATES ASSISTANCE TO SPAIN 


As a result of rising pressure in the United States to give assistance 
to Spain, Congress decided to take action and in the fall of 1950 
passed Public Law 759, Eighty-first Congress, which authorized 
assistance to Spain up to a maximum of $62,500,000 on a loan basis 
for fiseal 1951. Of this loan fund, to date, $52,688,011 have been 
committed for loans to Spain as indicated by the table below. 


Spanish loan program!—MSA approvals, loans signed, and expenditures, by type 
of project, cumulative, Sept. 6, 1950-Feb. 29, 1942 


[Thousands of dollars] 


. Approved by | Loan agree Expendi- 
€ rojec 8 
Pype of project MSA-ECA | ments signed tures 
Capital development 27, 488 12, 301 1, 231 
Svanish National Railways (Renfe) 7, 500 7, 500 05 
Electric power plants 6, 751 | 4, 101 725 
Plants (fertilizer and steel) 64700 700 | 
Minerals production (including mining equipment) 4, 831 
Lignite mining and power plant equipment 1, 706 
Commodity assistance 25, 200 22, 700 17, 266 
Wheat 7, 250 7, 250 7, 222 
Cotton 5, 000 5, 000 1, 980 
Coal 3, 500 §. 500 
Fertilizer 3, 500 3. 500) 00 
Tractors, parts and attachments 3, 450 3, 450 565 
Tin plate 2, 000 
Oak staves (for wine barrels) 500 
Total 52, 688 35, 001 18, 497 


1 Public Law 759, 81st Cong., authorized loan assistance to Spain up to a maximum of $62.5 million. ECA 
issued 3 notes to the Treasyry Department totaling $62.5 million during the fiscal year 1951. Public Law 
249, 82d Cong., approved Oct. 31, 1951, aprrovriated $100 million for economic, technical, and mil lit ary 
assistance to Spain “in the discretion of the President.’”” No allotments, on either a loan or grant basis I 
as yet been made from these funds. 

2 Including a preliminary report of $593 thousand expended during the month of Feoruary 1952 


lave 


The remainder is being reserved for loans to small private enter- 
prises, mainly for agricultural implements, and to offset price rises 
since the applications were first submitted. These loans are for 25 
years at 3 percent. No counterpart is generated because they are 
loans and not grants. 

The Mutual Security Appropriations Act, Public Law 249, Eighty- 
second Congress, 1952, approved on October 31, 1951, provided 
for economic, technical and military assistance, in the discretion of the President 
under the general objectives set forth in the declaration of policy contained in the 


titles of the Economic Cooperation Act of 1948 and the Mutual Security Act of 
1951, for Spain, $100,000,000. 


No allotments, on either a loan or grant basis, have as vet been made 
from these funds. 
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In accordance with the provisions of the Mutual Security Act of 1951, 
and in accordance with the practice regarding other countries receiving 
United States assistance under this legislation, the $100,000,000 will 
be used for economic, technical, and military aid in support of our 
military arrangements with Spain. 

Admiral Forest Sherman had an exploratory discussion with 
Generalissimo Franco on July 16, 1951, in order to determine what 
Spain would be willing and able to contribute to the common defense. 
On July 18 the Secretary of State in commenting on Admiral Sher- 
man’s mission, explained that the North Atlantic Treaty is funda- 
mental to our policy in Europe, that the closest possible cooperation 
with our allies would remain the keystone of this policy, and that it is 
our intention to see to it that Western Europe is to be defended in 
the event of attack. He made it clear that any arrangement ulti- 
mately concluded with Spain would supplement this basic policy. 

A joint military survey team headed by Maj. Gen. James W. Spry 
of the Air Force, went to Spain in mid-August 1951 to continue the 
discussions begun by Admiral Sherman. This group returned to the 
United States early in November after completing surveys of Spanish 
military facilities. The team had no power to negotiate. Its report 
is now being used in determining the future course of action to be 
followed regarding negotiations with the Spanish Government for 
United States use of Spanish military facilities. 

In the autumn of 1951, an economic survey team, under Dr. Sidney 
Sufrin, was sent.to Spain and upon completing its survey returned to 
the United States in December 1951. Its purpose was to explore the 
need for economic aid to support whatever military program might be 
agreed upon. 


AMERICAN FOREIGN POLICY AND DIPLOMATIC RELATIONS 


After World War II, Great Britain, France, and the United States 
pursued a policy of cooperation to conclude peace treaties and to 
achieve world peace. In this attempt, Great Britain, France, and 
the United States, to a degree, placated Russia, and there is evidence 
that because of the pressure and demands of Russia, France and 
Great Britain, Spain was isolated from participation in international 
affairs. It should be noted that popular and congressional opinion in 
the United States was unfavorable to Spain. Specifically, Spanish 
diplomatic relations were cut off in 1946 largely at the insistence of 
Russia. Relations were not resumed until 1950. The UN called for 
the withdrawal of ambassadors and ministers from Madrid, but sub- 
sequently (on November 4, 1950) the UN voted to rescind this action, 
thereby permitting the return of ambassadors and ministers to Spain. 


Some of the Major Chronological Events Indicating Spain’s Exclusion 
from World Affairs: 

1. The big powers refused to include the Spanish Government in 
the United Nations (Potsdam Conference August 1945). 

2. The Paris Conference, August 1945, stipulated Spanish parti- 
cipation would not be accepted until the Spanish Government was 
replaced by a democratic regime. 

3. The declaration of March 1946 expressed the hope that peace 
loving Spaniards would set up a government which would receive 
recognition, support, and later, aid. 
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4. A diplomatic campaign was waged against Spain within the 
United Nations Organization. A resolution was passed recommend- 
ing the joint withdrawal of heads of foreign missions. 

5. Spain was excluded from participation in the recovery and 
reconstruction of Europe through the Marshall plan (because of the 
insistence of Great Britain, France, and all Marshall plan countries 
with the exception of Portugal). In spite of the real aim of this plan 
which was to fight communism, Spain was excluded even though these 
nations recognized that the Spanish people had opposed and would 
continue to oppose communism. 

The official evidence of our change in attitude toward Spain is 
indicated in the letter sent by Secretary of State Acheson on January 
18, 1950, to the chairmen and ranking minority members of the 
Senate Foreign Relations and the House Foreign Affairs Committees: 


The Honorable Tom Connatty, 
United States Senate. 


My Dear SENATOR ConNALLY: In response to your letter of January 16 and 
following my consultation with the Foreign Relations Committee I am pleased to 
send you a more detailed statement on United States policy toward Spain, 
particularly as it affects the problem of sending an Ambassador to Spain. I am 
sending a similar letter to Senator Vandenberg, Judge Kee, and Dr. Eaton. 

The Spanish question has been magnified by controversy to a position among 
our present-day foreign-policy problems which is disproportionate to its intrinsic 
importance. Organized propaganda and pressures have kept this controversy 
alive both here and abroad and have served to stimulate more emotional feeling 
than rational thinking. Thus far, we have succeeded in dealing with this ques- 
tion on a broad bipartisan basis through our distinguished delegations to the 
United Nations. A clarification of some of the issues might help now to put this 
question in its proper framework in relation to the broader aspects of our policy. 

Since the end of the war there have been a number of international actions with 
respect to Spain. It was agreed at the Potsdam Conference in the summer of 1945 
and at the San Francisco Conference of the United Nations that same year that 
Spain could not be a member of the United Nations as long as the present Govern- 
ment remains in power. This position was endorsed by the first session of the 
General Assembly of the United Nations in London in February 1946. 

In April 1946 the Security Council discussed fully relations with the Spanish 
Government, and again in December the matter was debated by the General 
Assembly at even greater length. The Resolution which finally passed the 
General Assembly recommended that the Franco government be barred from 
membership in specialized agencies of the UN and that all members of the United 
Nations immediately recall from Madrid their Ambassadors and Ministers 
Plenipotentiary accredited there. 

This matter was discussed again by the General Assembly in November 1947. 
In the voting on various resolutions the two-thirds rule resulted in the refusal to 
reaffirm the 1946 resolution. However, the resolution was not repealed. 

In May 1949 the General Assembly undertook a further discussion of the 
Spanish questidh, but no change was made in the resolution. 

The United States has opposed moves in the United Nations to bring about a 
break in diplomatic relations with or to impose economic sanctions against Spain. 
This position is based on the Security Council view that the existence of the Franco 
regime in Spain is not a threat to peace, and on our view that such outside pres- 
sures would either unite the Spanish people against the development of democratic 
freedoms or would precipitate the Spanish people themselves toward civil war 
with unknown but inevitably costly consequences. 

Entirely aside from its views concerning the present regime in Spain, the United 
States has long questioned the wisdom and efficacy of the actions recommended 
in the 1946 resolution. At the time that resolutien was debated, the United 
States delegation, because of its reservations on the sections dealing with chiefs 
of mission and with Security Council action abstained in the vote in the Political 
committee. It voted for the resolution in the plenary session of the General 
Assembly “‘in the interests of harmony and of obtaining the closest possible ap- 
proach to unanimity in the General Assembly on the Spanish problem.”’ 

Experience since that time has served to confirm our doubts about these recom- 
mendations, They were intended as a gesture of disapproval and an attempt to 
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bring about a change in the Spanish Government. In retrospect it is now clear, 
however, that this action has not only failed in its intended purpose but has served 
to strengthen the position of the present regime. This action of the United Nations 
and discussions of the Spanish question in subsequent sessions of the General 
Assembly have all been represented in Spain as foreign interference in Spanish 
internal affairs. The Spanish reaction has been no different from that to be ex- 
pected from any proud people. 

Although some members of the United Nations no longer observe the recom- 
mendation with respect to Chiefs of Mission and have returned Ambassadors or 
Ministers to Madrid, the recommendation has not been amended or repealed by 
the General Assembly. Sinee the support and strengthening of the United 
Nations is a fundamental principle of our foreign policy, and since we attach 
importance as a matter of policy to compliance with United Nations recom- 
mendations, we are continuing to adhere to the 1946 resolution so long as it 
remains in effect. 

The question arises, therefore, whether the resolution itself should be changed. 
Political considerations which have created general reluctance to accept Spain 
as a partner in the close cooperation among the Western European nations also 
apply to this situation. This is a problem which requires consideration by many 
nations and is not a matter which can be solved by the United States alone. 

This is not a problem of recognition, as it has frequently been portrayed. The 
1946 resolution on Spain does not call for a break in diplomatic relations with 
Spain. The United States formally recognized the present Spanish Government 
on April 1, 1939, and we have had continuous diplomatic relations ever since. 
Three American Ambassadors had been accredited to that Government before 
the 1946 resolution was passed. When the resolution came into force, the 
United States abided by the recommendation that Ambassadors be withdrawn 
by refraining from appointing another Ambassador to fill a vacancy which existed 
at that time. 

In our view, the withdrawal of Ambassadors from Spain as a means Of political 
pressure was a mistaken departure from established principle. It is traditional 
practice, once a state has been formally recognized, to exchange Ambassadors or 
Ministers, and is usually without political significance. At the Ninth International 
Conference of American States in Bogota, this principle was incorporated in 
Resolution 35 which states in part that “‘the establishment or maintenance of 
diplomatic relations with a government does not imply any judgment upon the 
domestic policy of that government.’’? However, the withdrawal of Ambassadors 
from Spain disregarded this principle. By attaching moral significance to the 
refusal to maintain full diplomatic relations with Spain, this action has also 
implied moral significayce to the maintenance of full diplomatic relations through 
the return of Ambassadors. This situation inevitably led to confusion in public 
opinion both here and abroad. On the one hand, the question of returning 
Ambassadors to Spain has tended to become identified with the larger issue of 
whether it is desirable to have closer relations with the present Spanish Govern- 
ment. On the other hand, public bewilderment has been inereased over the 
inconsisteney of accrediting Ambassadors to such countries as those in Eastern 
Europe whose regimes we do not condone while, at the same time, refusing to 
appoint an Ambassador to Spain. 

At the General Assembly last spring a majority of the members who voted on 
the Latin-American resolution relating to Spain expressed a wish to revise the 
1946 resolution in such a way as to permit members to exercise freedom of action 
in determining whether to return Ambassadors or Ministers to Madrid. It is the 
opinion of this Government that the anomalous situation with respect to Spain 
should be resolved. The United States is therefore prepared to vote for a resolu- 
tion in the General Assembly which will leave members free to send an Ambassador 
or Minister to Spain if they choose. We would do this for the reasons I have 
already stated and in the hope that this aspect of the Spanish issue would no 
longer be available to be used by hostile propaganda to create unnecessary divi- 
sions within the United Nations and among our own people. Our vote would in 
no sense signify approval of the regime in Spain. It would merely indicate our 
desire, in the interests of orderly international intercourse, to return to normal 
practice in exchanging diplomatic representation. 

We have stated on a number of occasions that we would favor the amendment 
of the 1946 resolution of the General Assembly to permit specialized agencies to 
admit Spain to membership if, in the opinion of the specialized agencies, Spanish 
membership would contribute to the effective work of these organizations. We 
believe that membership in these agencies should be determined, to the extent 
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practicable, on the technical and nonpolitical basis. It has already been discovered 
on a number of occasions that the work of these specialized organizations has been 
impaired through the inability of Spain to accept the obligations and restraints, 
as well as the privileges of their activities. 

These conclusions by the United States Government do not imply any change 
in the basic attitude of this Government toward Spain. 

The policy of the United States toward Spain is based on the recognition of 
certain essential facts. First, there is no sign of an alternative to the present 
Government. 

Second, the internal position of the present regime is strong and enjoys the 
support of many who, although they might prefer another form of government 
or chief of state, fear that chaos and civil strife would follow a move to overthrow 
the Government. 

Third, Spain is a part of Western Europe which should not be permanently 
isolated from normal relations with that area. There are, however, certaia 
obstacles to the achievement of this. Spain, for reasons associated with the 
nature, origin, and history of the present Spanish Government, is still unacceptable 
to many of the Western European nations as an associate in such cooperative 
projects as the European Recovery Program and the Council of Europe. We 
believe that this is a matter in which the Western European nations must have 
a leading voice. These programs, which require for their success the closest 
possible cooperation between the participants, are directed to the strengthening 
and development of the democratic way of life as opposed to the threats to it 
posed by Communist expansion. This is a policy which we and the Western 
Kuropean nations have agreed upon. It is not merely a negative reaction to 
communism. It is, rather, a positive program to support and strengthen demo- 
cratic freedoms politically, economically, and militarily. In that context the 
participation of the present Spanish Government, unless and until there has been 
some indication of evolution toward more democratic government in Spain, would 
weaken rather than strengthen the collective effort to safeguard and strengthen 
democracy. 

We are therefore continuing our efforts in a frank and friendly manner to 
persuade the Spanish Government that its own interest in participating in the 
international community, and particularly in the Western European community, 
requires steps toward democratic government which offers the best hope for the 
growth of basic human rights and fundamental freedoms in Spain. It requires 
cooperation on the part of all parties and, as must be evident, it is not fund- 
amentally a matter which can be successfully brought about by American action. 
The decision as to what steps can and should be taken is obviously one for Span- 
iards alone. At the same time, it is difficult to envisage Spain as a full member of 
the free Western community without substantial advances in such directions as 
increased civil liberties and as religious freedom and the freedom to exercise the 
elementary rights of organized labor. It is significant that one of the first acts of 
the new International Confederation of Free Trade Unions was to pass a resolution 
condemning the present government of Spain, and opposing any assistance to 
Spain “until such time as democratic and full trade-union rights have been 
restored and the workers are once more able to make their contribution to the 
country’s recovery.”’ 

United States economie policy toward Spain is directed to the development of 
mutually beneficial economic relations. This policy is based on purely economic, 
as distinet from political grounds. We believe that private business and banking 
arrangements and trade activities with Spain should be conducted on a free and 
normal basis. The Department interposes no political objections and restrie- 
tions on such activities. 

So far as economie assistance from this Government is concerned, Spain is free 
to apply to and consult with the Export-Import Bank for credits for specific 
projects on the same basis as any other country. While the United States Gov- 
ernment definitely does not favor the extension of a general balance of payments 
loan to the Spanish Government to use as it sees fit, it is quite prepared to acquiesce 
in the extension of credits to Spain covering specific and economically justifiable 
projects. It has been made clear to all Spaniards, both private and official, that 
Spanish applications for such projects will be considered on the same basis as those 
from any other country and the final decision will be made, in accordance with 
the Bank’s regular policy, not only on the basis of the need for the credit and the 
suitability of the particular purpose to be served, but also on whether there is a 
reasonable prospect of repayment. 
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The successful development cf mutually beneficial economic relations between 
the United States and Spain is entirely dependent upon the equal cooperation of 
both parties. Unfortunately, however, little progress has been made. The 
United States sincerely desires to facilitate normal business and trade with Spain 
but ultimate suecess depends on the cooperation of the Spanish Government in 
taking constructive steps to promote its trade and to attract foreign investment. 
In order to assist in the development of these activities, the negotiation of a new 
Treaty of Friendship, Commerce, and Navigation was offered by the United 
States. To date, the Spanish Government has indicated no interest in such 
arrangements. Efforts have also been made to encourage the Spanish Govern- 
ment to simplify its export and import controls and its foreign exchange system, 
which is based upon a multiplicity of rates, in order to establish an exchange rate 
which would permit Spanish goods to compete, particularly in the dollar market. 
Furthermore, efforts have been made to encourage the Spanish Government to 
lift the restriction of 25 percent on the participation of foreign investors in any 
Spanish enterprise and to accord better treatment to existing foreign investments, 
both of which are today distinct hindrances to the flow of investment to Spain. 
We have, in connection with these problems, pointed out to interested Spaniards 
and to the Spanish Government that the present critical situation in the Spanish 
dollar balance of payments seems to derive from difficulties many of which it is 
believed could be substantially rectified by action of the Spanish Government. 
To date, however, that Government has taken little action along these lines. In 
the Department’s opinion the next steps to be taken in furthering mutually bene- 
ficial economic relations between Spain and the United States are up to the 
Spanish Government. 

Sincerely yours, 
(Signed) Dean ACHESON. 

Leaving past errors to the historians, it should be noted, in the light 
of developing world conditions, that Congress, in this instance, has 
demonstrated foresight by recognizing. that Spain belongs in the 
western community ‘of nations and by providing appropriations for 
aid to Spain. The military leaders and some political leaders recog- 
nize the importance of Spain and are working to bring her into the 
defense of the free world. 

Within the last few vears, as a result of the utter refusal of the 
Soviet to permit the creation of a stable and peaceful world, western 
relations with the Kremlin have undergone a complete reversal. As 
a consequence of our changed attitude, Admiral Sherman went to 
Spain in July 1951 for discussions with Generalissimo Franco. After 
Admiral Sherman’s untimely death, Maj. Gen. James W. Spry was 
appointed to lead a group which surveyed Spanish military facilities, 
and continued the exploratory talks of Admiral Sherman with Gen- 
eralissimo Franco. 

In September 1951 the United States sent an economic survey mis- 
sion led by Dr. Sidney Sufrin of Syracuse University. The results of 
these surveys were studied to determine the type of program the 
United States should pursue. Both the military and the economic 
missions have in their findings reported the strategically important 
potentialities of Spain. On the basis of these reports and as directed 
by the Congress in Public Law 249, Eighty-second Congress, negotia- 
tions for bilateral agreements are being undertaken with the Spanish 
Government by United States negotiators. 

It is the opinion of the committee that in order to realize to the 
utmost, the contribution of Spain to the Mutual Security Program, a 
substantial:amount might be necessary in addition to the unexpended 
$100,000,000 appropriated under the Mutual Security Act for eco- 
nomic, technical and military aid. 

The subcommittee centered its study of Spain on the potential 
contribution of Spain to the United States security and the amount 
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of United States assistance necessary to make any contribution 
effective. Under present conditions, any United States aid program 
must necessarily, in this country as in others, be based on precisely 
defined objectives and the amount of money adjusted to the require- 
ments for carrying out the successive steps necessary to attain 
maximum mutual security. 

In order that the assistance provided will produce political and 
economic results consistent with our principles and those of other 
free nations, it is essential that we carefully supervise our aid. 

The committee proposes that the U nited States assist Spain on the 
basis of achieving mutual’ security. In doing this, it should be 
emphasized that we do not place our approval in any way on the 
philosophy of any dictatorial type of government, in Spain or else- 
where. The objective of both the United States and Spain is the 
defeat of communism—the common enemy. ‘Toward this goal, we 
should cooperate in every way possible, provided though, the basic 
rights of man and the rights of personal property are upheld. Our 
bilateral agreements must be made in terms of our mutual security 
against the militant and aggressive foreign policy of the Soviet Union. 

Spain can fill a significant role in helping to defend the west against 
communism. The United States cannot afford to overlook Spain. as an 
integral factor in its security. In this country, as in many other 
nations, we can obtain about any type of agreement we wish. It 
would be shortsightedness on our part not to determine how Spain fits 
into our security plans and then not to do our best to work out a 
program mutually advantageous to both countries. On a relative 
basis, for each dollar spent in Spain, the United States could actually 
obtain most excellent returns in terms of national security. A high 
United States Government official has stated that we would get three 
times as much for our defense dollar in terms of security in Spain as in 
any other recipient nation. On this basis, Spain is a good investment 
for the United States. 


CONCLUSIONS 


The United States has made and is making extensive commitments 
all over the world. These commitments are for the purpose of insur- 
ing our survival and our security. In giving aid to any country, we 
must be realistic in our approach and determine just what is to be 
gained. Well thought out and carefully formulated conditions should 
accompany United States assistance. As the leader of the free world, 
the United States must use its influence in uniting the efforts of all 
nations whose objectives are mutual security and the establishment 
of a just and lasting peace. 

Spain, for various reasons, can be most helpful in our defense 
program. We have found that there is one unquestioned, universally 
accepted fact that Spain is violently anti-Communist. However, in 
making an agreement with Spain—or for that matter, with any 
nation—it should be emphasized that we in no way compromise our 
basic principles of democracy. 

Because of her strategic and geographic position, commanding as 
she does the western end of the Mediterranean, and because of her 
willingness to cooperate with the United States, Spain can play an 
invaluable role in the security of the United States. 
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Spain has a large and efficient army. Its officers are well trained. 
Generalissimo Franco would use this army to combat communism in 
the event of war perpetrated by the Soviet (except, possibly, in 
Yugoslavia). It is to Spain’s advantage—it is to our advantage—and 
it is to the advantage of the free world to supply this army with 
modern equipment. The Spanish Army could be used anywhere. 

Since the Spanish economy is in a desperate condition, Spain needs 
assistance. Her factories, her agriculture, her transportation and 
communication systems need modernizing. Her people lack food. 

The bilateral agreements now under consideration afford us the 
opportunity to do something positive and constructive to guarantee 
our security. Bases and ports should be modernized for the purpose 
of using them. The mineral wealth and resources of Spain are 
immense and offer a challenge to better operating methods. It is 
the opinion of the committee that bilateral agreements written in 
terms of our mutual security should be formulated at the earliest 
possible date. Spain should be given a much higher priority on the 
list of countries we are assisting. The Franco government is ready 
and willing to make such agreements. 

It is recommended that the administration of military and economic 
aid be placed under the Mutual Security Administrator. Further, 
the supervision and administration of all economic and military aid 
should be under one head. This would be of benefit not only to the 
United States but also to the recipient nation. Centralized procure- 
ment would save the United States money and would prevent adding 
unnecessarily to the inflationary burden. The subcommittee believes 
that in all nations, Spain included, the giving of aid should be on a 
step-by-step basis in proportion to their self-help and their contribu- 
tions toward realizing the objectives of the United States and the free 
world. 

The subcommittee recognizes the necessity for exploring the 
potential contributions of any nation before recommending assistance. 
But, the subcommittee deplores the fact that time has been wasted 
between the official exploration and the consummation of the agree- 
ments with Spain. The committee feels that a substantial amount 
over and above the $100,000,000 appropriated under the Mutual 
Security Act, will be necessary to make Spain an effective contributor 
to the defense program. 

Spain is a good investment for the United States. For every dollar 
invested in this country economically and militarily, we were advised 
the United States can obtain 3 or 4 times as much as we would get 
elsewhere in terms of security. 

The committee recommends that the United States take positive 
steps to encourage the inclusion of Spain in the North Atlantic Treaty 
Organization. 
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Summary of Findings and Recommendations 


For the 6 years ending June 30, 1951, the United States spent $33.2 
billion on foreign aid. For the current fiscal year the Congress author- 
ized and appropriated $7.3 billion up to June 30, 1952. The National 
Legislature is now considering the authorization of an appropriation 
for the Mutual Security Program for fiscal year 1953. The amount 
being requested is $7.9 billion. 

The action by the United States in extending aid to so many coun- 
tries around the world is unique in all history. Never before has a 
nation assisted with its effort and its substance both victors and 
vanquished in any way comparable to what this Nation has done and 
is doing. The United States as the recognized leader of the free world 
has done this for the self-protection of these countries, for the protec- 
tion of the free world, and for our own national security. United 
States assistance, both economic and military, must be measured in 
terms of what it will accomplish in attaining the mutual objectives of 
the countries of the free world. There must be direct mutual advan- 
tage to us and to the recipients of our assistance. 

Since billions of the taxpayers’ money, which represents the re- 
sources and the energy of our people, are being used to aid others, we 
should determine in carefully worked out policies the results which we 
have a just and reasonable right to expect in terms of our security. 
American aid is being expended both in democracies, such as France 
and England, and in dictatorships, such as Spain and Yugoslavia. 
Constant reexamination of our foreign policy in respect to countries 
individually and collectively must be carried on to determine how 
much these nations are doing to assist themselves and to what extent 
they are shaping their foreign policies for the purpose of realizing the 
objectives of the free world. Continuation of United States assistance 
and the extent of this assistance must be measured in terms of their 
wholehearted cooperation and in terms of what they are doing not 
only to increase their own security, but the security of the Nation from 
which they seek leadership and assistance. 

The subcommittee concludes from what we were able to learn that 
the Europeans are not investing their capital in their own countries, 
but are placing their investments elsewhere. On the basis of our 
evidence it would be advisable that the appropriate committee make 
a thorough study of this subject 

The failure to invest in their own countries has a retarding effect on 
the development of their industries and to this extent impairs their 
contributions to the defense of the free world. Europe needs the 
investment of capital for the strengthening of the economic structure 
of the continent. 

In matters of finance it is incumbent on the borrower to meet the 
terms of the lender. Money is not loaned and assistance is not given 
without collateral and without the fulfillment of certain conditions. 
This would be unfair to the lender, just as it would to the borrower. 
In expending large sums of money in foreign aid and in making 
available equipment to strengthen their forces, there are certain accom- 
plishments which it is only fair and reasonable to expect and it is 
within our right to request that the recipients of our aid do their full 
part in helping achieve the mutual objectives. We are under no 
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obligation to spend a dollar in, foreign aid except as that advances 
the welfare and the interest of the free people of the world and the 
American people. To make it perfectly plain, there should be condi- 
tions attached to our aid; there should be definite commitments from 
those we are helping; there must be clear and precise conditions; and 
whatever we do in the future by the way of assistance should be gov- 
erned on how well those conditions are met. 


EUROPEAN UNITY 


Our subcommittee has reported on Germany, Austria, Yugoslavia, 
Italy, and Spain. The subcommittee spent considerable time in those 
countries and elsewhere in an effort to gain as much information on the 
European situation as possible. The subcommittee held two con- 
ferences with General Eisenhower and other officials of SHAPE. 
The second meeting was at the request and invitation of the Allied 
Supreme Command who desired the observations made by the com- 
mittee during its mission. Our conclusions in the specific country 
reports coincide with general conclusions concerning the entire Euro- 
pean scene, and our findings, the committee believes, have a bearing 
on the great and significant problem of foreign aid. 

Practically all the European statesmen, as well as our own, clearly 
recognize the necessity of European unity—economically, militarily, 
and politically. The question of Germany as well as the problems of 
the other countries are part and parcel of this general problem. 
Until there is complete unity of effort, Europe will be unable to sur- 
vive economically or adequately develop its defenses to protect the 
continent from the possible encroachment and attack by the militant 
and aggressive Soviet Union. We recognize and applaud the efforts 
toward unity under the Schuman plan and under the current nego- 
tiations and agreements by the European Federation for the develop- 
ment of a European army. We regret that some nations have de- 
layed a greater progress toward European unity and survival. The 
subcommittee is of the opinion that American aid should be con- 
tingent upon the achievement of the creation of European unity and 
if this is not made a definite condition, then the United States will 
not be assisting the mutual-defense program and the recipients of 
our aid. 

The United States has spent over $4 billion in Germany since the 
war. Nothing like this has ever happened in the annals of history. 
Chancelor Adenauer told the committee that “without the United 
States, Europe is lost.”” Western Germany has experienced a most 
remarkable recovery. Although there have been general agreements, 
some factions are still bargaining, delaying, and arguing about con- 
troversial questions which tend to retard her contribution to western 
defense. There is no reason for extending further assistance to Ger- 
many until there is concrete evidence, backed by decisive action and 
wholehearted cooperation in the defense efforts of Western Europe. 
This is what we mean by conditions of American aid. 

France is one nation which has received most extensive aid from 
the United States and under the present program of assistance is to 
receive the largest amount. 

The instability of the French Government is alarming. The failure 
to revise the tax structure in this country is a definite deterrent to 
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strengthening the nation. In this connection it should be empha- 
sized that in Germany, in France, and in Italy, the inadequate and 
archaic tax structures are such that the rich become richer, and the 
poor poorer. Taxes are collected by negotiation and there is con- 
stant tax evasion by those most able to pay. Although we recognize 
their great contribution—their necessary contribution to Indochina 
and their contribution to leadership on the continent—we regret that 
the French Government continues to fall on technical reasons, when 
in our opinion it is completely tied up with their financial contribution 
to mutual security. We are not justified in pressing down upon the 
American people a heavy tax burden for excessive foreign aid in view 
of such conditions. 


THE UNITED KINGDOM 


The United Kingdom is beset by growing financial difficulties. 
Practically every member of the sterling bloc is in debt to the dollar 
area. Despite a loan from the United States, extensive ECA assist- 
ance, and the transfer of $300 million under the Mutual Security 
Act for the purpose of aiding the United Kingdom economically, 
Great Britain is still in severe financial straits. This condition may 
be partly due to nationalization policies. At any rate, the British 
Government has not succeeded in reorganizing its affairs to place 
the United Kingdom on a sound finane ial basis. 

The British cannot continue without outside assistance and the 
United States is therefore faced with the decision of how much and 
how long will we continue to assist England in her struggle to recover 
financially. Fundamentally the question is: Are we going to continue 
to invest large sums of American money in an effort to further the 
economic cohesion of the British Commonwealth of Nations (sterling 
bloc), or should we enter into bilateral agreements with the indi- 
vidual members of the Commonwealth? In terms of American secu- 
rity, we must examine carefully our relations with the United King- 
dom. It is time to review whether the British influence in the 
development of United States policy has caused the loss of valuable 
allies in Europe and the Far East. 

The subcommittee believes that it would be to the advantage of 
Great Britain, the European community of nations, and the free world 
if Great Britain were an integral part of the European federation. 
In spite of the proximity of Britain to the continent of Europe and in 
spite of Mr. Churchill’s advocacy of the necessity of a strong and 
unified Europe, Great Britain remains only an observer and refuses 
to become a participating member of the European federation. The 
explanation of this stand on the.ground that it might affect the Com 
monwealth relationship adversely appears to have little merit. 

British policy has met with reverses in the Near East at the cost of 
the prestige of the entire free world. Admittedly, the United Kingdom 
is not enthusiastically supporting the U. N.’s efforts in the Far Kast 
and indications are that as an ally, much more could be expected in 
curtailing east-west trade. Therefore, just as conditions should be put 
on other countries to the extent that they are contributing to the 
security of the free world, for the above reasons aid to the United 
Kingdom should be put on the basis of the contribution the United 
Kingdom is making toward that end. 
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SPAIN AND YUGOSLAVIA 


These two countries are dictatorships. In aiding them it must be 
emphasized that we do not approve of their philosophies of govern- 
ment. In aiding them we in no way compromise with the underlying 
principles of freedom which have made the United States what it is 
today. We are spending money in Yugoslavia and are anticipating 
assisting Spain bec. ise we ieel that expenditures in these two countries 
will increase our security. 

We have given aid directly to Yugoslavia, and in an indirect manner, 
through France and the United Kingdom, since both these countries 
have assisted this Nation. Negotiations are currently in progress ine 
Spain and further aid to Yugoslavia is being programed under the 
Mutual Security Act. In Spain we desire the use of air and naval 
bases. From Spain and Yugoslavia we expect the cooperation and 
assistance of their armies in the event of an attack by the Soviet 
Union. We are inclined to forget that our American way of life and 
our political institutions developed over long periods of time and 
cannot be suddenly transplanted into another country. We feel it 
is to their own advantage to liberalize their governments, and at least 
to move in the direction of establishing individual freedom and to 
eliminate the hampering dictatorial regulations retarding their prog- 
ress and well being. 


OVER-ALL UNITED STATES POLICY 


The Subcommittee does not suggest that the United States should 
interiere with the internal affairs of other nations. However, the 
American people will object to further assistance to these nations if 
for political reasons they hesitate to meet the obligations freely under- 
taken by them. Measured in terms of our own security, we can 
weaken ourselves by over-taxation and at the same time gain little 
from the countries we are helping unless they stand ready to do what 
is necessary to strengthen themselves. This is not an unreasonable 
condition, and unless they are willing to take action on their domestic 
problems, we will help neither them nor ourselves by recklessly pouring 
out our money. 

In Europe particularly, for this is where most of our foreign aid is 
being extended, and in other sections of the world, the investment of 
the United States is increasing. How long we can continue the pro- 
gram of foreign aid is a question difficult to answer. Should we find 
ourselves in financial difficulty there would be no one to assist us. 
There is no one to stand back oi us. A sound economy for the 
United States and for the free world is essential to the United States, 
for our economy must remain sound or all our efforts in making the 
iree world secure are in vain. 

It is ior us to make sure that the returns on our investment will be 
positive and tangible. There must be greater evidence oi seli-help, 
definite agreements, and mutual cooperation in order to realize the 
objectives of the free world. 

Aid given on a step-by-step basis in relation to the progress made in 
the attainment of the economic, political, and military objectives of 
the free world should be our program. 


“~ 
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